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FOREWORD 



Traditionally vocational education .las been geared primarily 
to preparing students for employment-^ to preparing employees. 
Yet there is another career path available; students can learn 
how to set up and manage their own businesses. They can become 
entrepreneurs . 

Vocational education, by its very nature ^ is well suited to 
developing entrepreneurs. It is important that ^nt repreneurship 
education be developed and incorporated as a discinct but integral 
part of all vocotiMal education program areas. A PrograjTi for 
Acquiring Competence in Entrepreneurship (PACE) represents a way 
to initiate further action in this direction. 

The strength behind these instructional units is the interest 
and InvolvemeDt of vocational educators and successful entrepreneurs 
in the state of Ohio and across the nation. Special recognition is 
extanded to the project staff i Lorraine T, FurtadOj Project Director 
and Lea Kopp, Program Associate, Appreciation is also expressed to 
the many who reviewed^ and revised the drafts of the units: Ferman 
Moody s Hannah Eisner ^ and Sandra Gurvis* We owe a special thanks to 
those consultants who contributed to the content of this publication: 
Carol Lea Bodeen, Louis G, Gross , Douglass Guikema, Peter G, Haines, 
Philip S, Manthey, Charles S, McDowell, Mary E. McKnight, Steven R, 
Millers Barbara S, Riley ^ Barbara A. Rupp , Ruth Ann Snyder, Robert L. 
Suttle, Florence M. Wellman and Roy H. Young, 

Robert E, Taylor 

Executive Director 

The National Center for 

Research in Vocational Education 



HOW TO USE PACE 



A Program for Acquiring Competence in Entrepreneurship 
(PACE) is a curriculum responsive to the need for instruction 
in encrepreneurship * is primarily for postsecondary level, 

including four year colleges and adult education, but it can 
also be adapted for special groups. PACE is divided into three 
parts (1) Getting Ready to Become an Entrapreneur, (2) Becoming 
an Entrepreneur (establishing a business), and (3) Being an 
Entrepreneur (operating a business) , 



Each of thu three parts has a ^et of instructional units which 
ralace co that topic* Within these unicst the material is organized 
into three levels of learningi Exposure, ^ploration, and prepara- 
cion/Adaptation, These levels of learning progress from simple to 
complex concepts^ 

The level-fj of learning will enable you to use the PACE materials 
to suit your individual needs. You may find it best to work with 
the exposure level of one unit and the exploration level of another* 
Or, you may choone to pursue one level throughout the entire series. 
You might also want to work through two or more levels in one unit 
before going on to the next unit. 

Before beginning a unit, discuss with your instructor what level 
or levels of learning in that unit are most appr-jpriate to your" goals 
and abilities. Read the unit overview and look through the pre/post-- 
assessments for the three levels to help you in your choice, Also 
ciieck the list of definitions you might need to look up or research 
ioT that level* 

When you are rendv to start, to the level you have chosen $ 

_he preas^ vmc ad If'^^ntiiy those Items which you feel need 

Hpucial attention in the unit. Also look at the learning objectives; 

they will tell you what you should be able to do by the time ^'nu 

finish that level of learning. 

As you raad . 'M; -1 nuLi^^ questions in the margins alongside 
thi Hubscantive coi^ei portion of each level. Use these questions 
CO M^le ''n\ir reading* 

At the end of each level of learning are activities which help 
you become InvQlved with the content presented in the unit* You and 
your instructor can decide on how many activities you should do; you 
may want to do several or you many need to do all. 
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Tlien, evaluate yourself. Is there any macarial thac vou need 
to ruvtew before you cake the postassessrnent? The difference in %'oiir 
aiiswyrH on thi.' prc=/puaCassussmGnCH shouid shQw vcu jw mach vou havtf 
gfi^wn in yuur knuwludgu uf tuic riM>rLMUMn'Hh in . 

Wh^n you and your InatrucCor feei that you have succes sf ul ly 
completed cliat levtil^ you are ready co begin :\nother level of learning, 
either in the same unic or in another* 
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OVERVIEW OF THE UNIT 



Thie unit focuses on defining small business. Is a business 
small because of the number of workers ic employs? Because gross 



footage it occupies? Is American Motors Company .^ar^mall business 
because it is smaller than General Motors, Ford, and Chrysler? 

Since regulations affecting the operation of p.nterprises are 
often based on business ^'ize, it is irnportanc to know what standards 
are used to identify small businesses. Information included in the 
unit will give you insight into different types of small businesses 
including wholesaling, nianuf ac curing , services and retailing busi-- 
nesses; and the impact small businesses make on our economic sys::em* 

An in-depth examination of the scope and trends of small 
businesses, start-up costs for typical businesses, and the future 
outlook for sm.tll businesses are included in this unit. The unit 
also provides a brief discussion of the causes of business success 
and failures and examines the v. asks of the entrepreneur. 

The material in this unit is intended to prepare you to better 
answer the questions s "What is a small business?'' and "How important 
is small business to our eccnL:-:y?" 
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DEFINITIONS TO KNOW BEFORE YOU BEGIN 



As you read through a level, you might find some unfamiliar words. 
Listed below are several business terms used in each laval. Know= 
ing these before you begin might help you to better understand that 
level . 

EXPOSURE 



capital supplies 
demand 

enc^^rpreneur 
fixed assets 
franchise 



free enterprise system 

gross national product 

i nvancory 

profit 

retail 



sales voluma 
service 

small busintiSrf 

supply 

wholesale 



capital requirements 
demand 

depressed market 
disclosure 

discretionary income 

entrepreneur 

franchise 



EXPLQRATIQN 
free enterprise 
gross national product 
inflation 
inventory 
market economy 
recession 
sales volume 



service enterprise 
small business 
sole proprietorship 
supply 

undercapitalization 
wholesaler 
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FRJ:?ARATI0:;. ADAPTATIO 



conilomerates franchise rt^niil. 

ccnsignmenc grc^s naLion^il ivciuct =^^rvi:-; 

demand infiaiion undercap i ta 1 i::a 1 

discretionary income inventory wholesale 

entreDreneur recessicn 
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PATH OF STUDY 
■ PART I - GETTING READY TO BECOME „4K' ENTREPRENEUR 



YOU ABE HE Bi> unit I A— Nature of Small Business 
Unit I B 
Unit I C 



PART 11 - BECOMING AN ENTREPR^EUR * 



Unit 11 B , 
Unit II C 
Unit 11 D . 
Unit II E 
' Unit 11 F 

Unit II G 

PART III - BEING AN ENTREPRENEUR 
Unit III A 
Unit III B 
Unit III C 
Unit 111 D 
Unit III E 
Unit 111 F 
■ : Unit III G 

Unit III H 




Unif 'II A 




EXPOSURE 



PART L UNIT A 
NATURE OF SMALL 
BUSINESS 



PREASSESSMENT 

Here are some questions that test for knowledge of the contents 
of this level* If you are very familiar with the Information needed to 
answer theni^ perhaps you should go to another level or unit — check 
with your instructor. Otherwliei jot down your answers* After you^ve 
read through this level, take the postasseasment at the end of the 
"Exposure Activities" section and measure what you've learned* 

1* What is a small business? 

2* What causes businesses to fail? 

3. How important is making a profit? 

4. How important are small businesses In today's 
economy? 

5. t^hat advantages do small businesses have? 



Part I, Unit A 
Nature of Small 
Business 



TEACHING/LEARNING OBJECTIVES 

Upon completion of this level of instruction, you 
should be able to I 

1* Define small business* 

2t Identify some of the factors used in defining 

a small business* 
3. Explain what is meant by "the profit motive*" 
4i Define profit | supply and demand, and freedom 

of choice* 

5. Describe the role of small business in our 
economy * 

6. Name soma of the major causes for business 
failures. 
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Nature of Small 
Business 



SUBSTANTIVE INFORMATION 

DEFINING SMALL BUSINESS 
What is a small business? Most of us would probably 
agree that the neighborhood Ice cream parlor is a small 
business, while General Motors is a big business. However, 
the real problem in defining sniall business is not in dis= 
tlnguishlng the ice cream parlor from General Motors, since 
these are two extremes. The problem arises when we compare 
Jacobs Printing Shop and Ink Print. A firm considered small 
business in one industry might be big business in another. 
^ A firm the slge of American Motors would probably be a giant 
in the faat copy printing business, yet it is a very small 
business compared to General Motors and Ford. The ^basic 
questlbn, then Isj '*How big does a b^usiness need to be 
before it is no longer a small business?" Most definitions 
of small business answer this question and are based on 
measures such as the number of employees , the annual sales 
volume, and the type of ownership. 



I, Unit A 

,ature of Small 
Buslnesi 



HOW CAN SMALL 
BUSINESS BE 
DEFINED? 
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Small Business Administration Definition 
Obviously, determining a definition for "small" is not 
a simple task. The Small Business Administration (SBA) defi- 
nition is perhaps the one most coimnonly used* The SBA describes 

I ■ , 

a small business as "one which Is individually owned and operated 
and not dominant in its field of operation." 

In 1953 the United States Congress passed the Small 
Business Act which authorized the establlfihment of the Small 
Business Administration. The SBA was originally a Korean War 
program that dealt wich 'illltary contracts which supplied 
small plants* The. S'uh'^ major purpose is still to aid small 
businesses in bidding on f,o\fernment contracts. 

For its loan program the SBA has established a "size" 
^■actor to determine "small*" The size of the business 
det'irmines if the firm can borrow from the SBA* At the time 
the SmalT Businaas Act was passed, a wholesaler was 
conslrfered stnall if the firm grossed five million dollars or 
iiSSB /Uinu.il3-* Retail and service firms are considered small 
j.r an^'C^. I liicome is one million to five million 

-U^ ^ <^n tue type of business. In the construe- 
iinesss a firm is considered smll if it does not gross 



over 7*5 million dollars annually. 
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In marMfaaUiririg^ it is based on nimber of mnploy&es 
mtd the imustry, Appmml and textile aampani&s are 
r&gax'ded as ''small'' if they have no mom than 260 
gmploye&s* For px^oduaers of airaraft and cmmnitionj 
the nm^er is l^SOO, In the serviae industries^ the 
ariterion is dollar volim&: a mamimum of $5 million 
for depdi^tment stores^ groa&ries and auto dealers^ 
and $1 ffitllion for most other retailers^ $6 million 
for general aontraatorsj and $5 miZWow for most 
whole&aiers. To reflect inflation^ t^e SBA is now 
revising j the sales figures upward by as muah as 10%. \ 
( Business Week , June 30, 1975, p- 97) 



ABE THERE OTHER 
DEFINITIONS FOR 
**SMALL BUSINESS?'^ 



Comnlttee for Economic Development Definition 
One of the most useful definitions of a small firm was 
developed by the Committee for Economic Development. The 
conmittee asserted thatj to be considered a small businesSj 
a firm must possess two of the following ch ^^acteristics: 

(1) The firm must be Independently managed , usually 
^ by, /an owner /manager 

(2) The firm must be owned by, and receive ■ capital 
supplies from an Individual or a small group ■ 

(1) While markets need not be local, the firm must 

maintain localized operations, that is, the ownar 

• .... . . \ ' ' ' 

and employees must live in \one "home" coTraunity 
(4) When compared with the higgist firms in the 

industry, the firm must be relatively small in 

size. CAdapted from Meeting the Special Problems 

of Small Business , p, 14) 
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DO SMALL 
BUSINESSES 
AFFECT OUR 
ECONOMY? 



SMALL BUSINESS IN OUR ECONCMY 

Each business, whether it is a retail, service, wholesale 
or Cf^^acturing concern, has an impact on our economy. In 
order to understand the role of small business in our economy 
you will need to possess some knowledge of economics. 

This unit is not designed to make you economists; however 
it will provide you with at least a minimum understanding of 
economic concepts and principles. 

The field of economics is highly specialized and is 
puzzling to many Mericans. Economics is simply what you do 
each day when you exchange a day's work for a day's pay and 
when you exchange a day's pay for the goods and services you 
buy. An economic system is the structure by which the country 
combines its resourcea, labor, and skills to produce auu 
distribute the enormous variety of goods and services people 
need and want. When you purchase a stereo system, you are 
making an economic decision* That decision is as important 
to you as the economic decisions made by businesses* As you 
can see, even though "economics" sounds complicated, it is 
something we engage in every day. 



Part 1 5 Unit A 
1 Nature of Small 

Business 

Freedom of Choice 
In the early days of America^ our government exercised little 
control over busineases* Today, there is yovernmant influence 
on some businesB decisions. Yet we still have much freedom of 
economic choice. In our country all people have both the right 
and the freedom to choose their personal goals and to decide 
how their work and resources will be used. Any person can choose 
to be self -employed. 

The Profit Motive 
The growth cf our economy has been directly affected by the 
vision and orginallty of those who open new enterpriFQS-^by 
entrepreneurn . ^ A free enterprise system such as ours dependent 
on people who start new enterprises for goods, serviceSj and jobSp 
Entrepreneurs take on the risks of financing a business in 
anticipation of earning a return on their Investment* The^ amount 
of prbfit they actually earn can vary widely, depending upon such 
factors as consumer demand ^ business costs, and government 
policieB* 
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Our economic system and businais continuity is dependent 
upon the profit motive. Profit li the difference between costs 
of products or services and monies received in return for their 
sales and is one of the main reasons for entering into business 
and the reward for staying in business* The profit motive must 
be a Ipng-^range rather than, a short-*range concern of every 
entrepreneur. 

Supply and Demand Factors 

The principles of supply and demmd are important in our 
economy. Every day, you probably make decisions whether to buy 
products and services. These decisions directly affect our 
economy* Our willingness and ability to spend @ur money for certain 
goods and services is called demand . Our demand for goods and 
services affects the efficiency of producers. In economic terms, 
supply refers to the quantities of a product offered for sale at 
a given time for a certain price. Successful producers are those 
who keep offering, the goods and^ services that buyers want- Supply 
and demand forces ultimately determine the levels of production 
and employment. 

Citizen -s Band (CB) radios are a good example of the 
principles of supply and demand. When CB radios first hit the 
market, the supply was limited and the price was relatively high. 
People were willing to pay a high price for the product that was 
ahort in supply but large in demand. Now, supply exceeds demand, 
and the prices are subsequently lower. In other words, CB 
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radios have been manufactured in such great quantities that now 
the market demand is not as great as it was at first and prlcos 
have beoine relatively low. 

The Cuisinart food processor is another example of supply 
and demand , 

In th^ ewdj Jontheim&v*3 Cuisinart food pvoGessor 
apeated a whole new segmmt of the kitah&n applianae 
induGtry^ a segment so promising and growing so 
explosivBly that a host of imitators rushed iri with 
fnaahines ^of their own^ most of them at lower priaeB: 
Farberware ($89,99)^ Ameriaan Bieatrio ($60) ^ Waring 
($260)^ Hmiiton Beaoh ($89.9S). 

,The new aompetition aould hardly fail to mit into 
' Cuisinarts - market^ same with good products ^ some 
^w-th what Sontheimer dismisses as junk^ but at the 
moment the demand is growing so rapidly and Sontheimer^ 
-has been so husy meeting the demand he hasn^t had to l 
worry about aompetitors, --Our Bales keep alimbing^-- 
he says, -'Our m^ketir^ direator says our oompetitors 
have given the publia a basis for, aomparison. 

I'^fhat does all this amount to in (j-ollars? Not' a great 
deal^^yet. Combined^ the various manufaaturers prob^ 
\ ably sold SOO^OOO units last^- year ^ and Sontheimei^^ s 
Qompany^ of whiah he and his wife' own 100%^ Jiad at 
least half of the market^ whiah is int ere s ting m^n its 
' own right: that the. most e^ensive produai should be 

the best seller. Altogether^ Cuisin^ts sold about 
■ $50 million, worth of proaessors last year. But what 
the profits m*e Sontheimer resolutely refuses to say ^ 
■'I*m here to stay-^even when demand does peak-' ^^and 
^ aites ^he S million blenders sold in the U.S. every 
yedr^ thoughiihe market Jtas long since matured. 

(Forbes s March 6, 1978* p. 66) Reprinted by permission 
' of Forbes Maga^^ine from the March 6, 1978 issue. 
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NUMBER OF SMALL BUSINESSES 
It is difficult to say exactly how many small businesses 
there are in the United States. People with regular jobs often 
have a small buiineis that is operated seasonally or on weekends 
and evenings. An example would be a concessionaire who operates 
a food stand at ^tate and county fairs or similar functions* A 
full-time small business could be run by a person who buys \ 
jewelry in Mexico^ then returns and sells it to nearby businesses 
This individual is the buyers seller, distributor , creditors and 
bDokkeeper"in other words ^ the business is strictly a one-person 
operation. 

There are approximately nine million part and full-time 
small businesses in the United States. A quarter of a million 
n#w business are started each year. Fewer than one-half of 
1% employ as many as twenty=five hundred employees* There are 
mere small businesses today per one thousand population than 
at any other time in our history. 

On the other -hand, we cannot ' ignore the fact that the few 

/ 

very, very large businesses-^-^those who have one thousand or 
more employees~-do provide approKiraateiy 40% of the total paid 
employment* There is no doubt that the giant corporations 
have essential role in our economy. But the small firm still 
remains a dominant factor in our economy in terras of number of 
business units, volume of business ^ and the percentage of paid 
employment . 
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ARE SMALL 
BUSINESSES 
MORE IMPORTANT 

IN som 

INDUSTRIES 
THAN IN OTHERS? 
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Prevalent Small Businesses 



Small businesses are relatively more important in certain 
industries than in others^ with retail stores constituting the 
largest number. It is difficult to generalize about service 
businesses such as the dentist ^ vacuum sweeper pool service and 
dry Icleaners because they differ so greatly in operations and 
type of services provided. Small wholesale firms also encom- 
pass all types of eatablishmencs selling a wide variety of 
products. Big business is strongest in manufacturing. 

Over half of all the new small businesses that open each 
year are retail organisations of some type, including restaurants. 
New franchise outlets account for 5=10% of new businesses. 
Service and recreation fields such as campgrounds, motels , 
instant printing centers, platement centers, and indoor tennis 
courts are expanding the fastest. 
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BUSINESSES 
^FAIL? 



SMLL BUSINESS RISKS 

Being an entrepreneur seems to be a dream of many toericanSi 

Unfortunately many of these dreams don't last long. Experts say 

the smaller and newer business is the more likely it to fail. 

More thw%.hatf the fimts that go out of buBin&aB 
mnuMlty hMe b&en in eisistenQe for five yewPB or 
I&bb: the vast majority have annual Qal&B of under 
$1 million* The rBasonB for thiB Bituation are 
Bimpler $mall buBimsBeB typically laak the aapital 
and managemmt knoW'-how to aope with the adverse 
developmentB that all aonaernB faae, ( The Wall 
Street Journal , November 29 i 1977, p. 1) Reprinted 
by permission from The Wall Street Journal , ^^Dow 
Jones Bt Company, Inc* 1977. All rights reserved. 
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Part I, Unit A 
Nature of Small 
Business 



; Many beginning entrepreneurs lack specific training in sales and 
accounting and are unused to thinking in terms of profit* The most 
cOTranon reasons for business failures arei 
• Lack of experience 
Lack of money 
Wrong location 
inventory mismangement 
Too much capital in fixed assets 
Poor credits-granting practices* 



ADVMTAGES OF BEING A SMLL BUSINESS 
AES THERE - Many small buslneBsei consider their size to be advantageous and 

ApVANTfiGES capitalize on it* 

"TO BEING We aan be moTB flBxible^ aan move more quiakly^ and 

aonaentrate on smaller segments of markets^ notes 
■-SMALL'-? David Big etow^ pr&Bident of C, BigBlow Co,^ a 

. ' Norwalk (CT*)^ vased speQialty foods outfit that 

i groBBen about $10 million a year, 

Big&low's most suaaessful produat is a spiaed tea^ 
' \ Constant Comnent^ General Foods had a aompetitiv& i 

^ brand that was abandoned^ Now Bigelow is battling ■ ' 

GF again in spiQed-^ and fruit- flavored instant 
aoffeest This time^ Bigelow aonaedes^ -General Foods 
has flattened us out a bit^ - 

Neverthel&sSj Bigelow is bullish about the future 
of small business,:, . J fml the la:rge aorporations 
ore failing in this aountry^ leaving opportunities 
for srmll speaialty amipanies^-: he says, --Big 
manufaaturers are mkit^ such bad produats. The 
big J, disaount^type retail operators ■ mm stores 
^ . where no one gives a dcmn about the austomer. So 

there are opportunities for small businessmen* 
But it takms a strong individual to haruile themJ^ 

(Buslnees Week > June 30, 1975, p, 97) 




Part I, Unit A 
Nature of Small 
. Businass 

Small businesses can be very adaptable. They can quickly 

react to general economic conditions and comp atition . 

Entr epreneurs and Optimists 

There are many ^ho balieve that successful entrepreneurs 

have some unique personal characteristics— 'Charactaristics 

which those who are employed others do not possess* Some 

people believe that the entrepreneur's per ::^anality can a 

key to the success or failure of the business. Understanding 

the basic nature of entreprenenrs can provide you v=ith some in*- 

sight that will allow you to begin to conduct an assessment of 

your entrepreneurial ins^tincts. 

An entr&ppmmv is an optimist by d&finiHon^ md 
cveroptimism is what does aompanies in^ asserts 
Kmneth Eaton^ hmd of Assoaiat&d Business Cansul^ 
^J^mts, '^Whm things are going uel^l^ ths av&rage ' 
bminessman assumes they wilt aorttinm to go well. 
Ifn&n a problm arises^ he assumes it will go a^My 
quiakty by itself. By the time he wakps up to 0ie 
faot that he x^eally has a problem^ it" -a often too 
late to do my thing about itJ^ ( The Wall Street 
Journa l, November 29, 1977, p, 1) Reprinted by 
permission from The Wall Street Journal . ^Dow 
Jones h Company 5 Inc. 1977 * All rights reserved. 

There are hundreds of businesses that were started with 

only a few thousand dollars that were wor*:h millions of dollars 

within a few years. Many entrepreneurs have become millionaires 

such as Frank Carney of Pizga Hut, who started with $600; 

Rocky Aloki of Benihana, who began with a borrowed $10,000; 

and Bob Wran of Bob's Big Boy, who, as a teenager, bought his 

first hamburger stand for $350, 
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Business 

If you are Guuious about your entrepreneurial attitudes, 
try the fir^t mssess^a^it under "Exposure Activities" of this 
level. 
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Nature of Small 
Business 



EXPOSURE ACTIVITIES 

There is no single definition of small business ^ several factors 
are used. Now chat you have read about soTne of these factors and 
about small buslneases, try these activites. 
ASSESSMENT ONE 

The questions below are designed to tell you something about 
your entrepreneurial attitudes. 

DO YOu HAVE THE RIGHT ATTXTUDE7 

by MavLys Harvir 

I. If y':^u ^lad a fpee euening^ ii^ould you most likeLy 

a) watah TV 

b) visit a friend 
a) work on a hobby? 

2^ On your day^&ams^ would you moBt likely appear as 

a) a millionaire floating on a yaaht 

b) a deteative who has solved a diffiault aase 
a) a politiaian giving an elsatian night viatory 

spe&ah? 

3^ To exercise J would you rather 

a) Join an athletic alub 

h) Join a neighborhood temn 

a) do some jogging a your own paa& 

4^ When asked to work with others on a tetm^ which wotdld 
you antiaipatm with most pt&a8i4re: 

a) other people aoming up with good ideas 

b) aooperating with others 

a) getting other people to dp what you want 

6, Whiah game would you rather play? 

a) rmnopoly 

b) ronleftc 
a) bingo 
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low employer asks yon to ta^'s over a company rrajeat t':at 
is ^aiti}-. Would If au tell him t^-:t iwu 

W 9,1 - -------- ^ . 

a) take -ui 

h) won-t take it beaause yc-^re ud to your g^^ls i>' i^c-'k 

a) give him an answer in a aoiiple of dayB ijk-.n you hav : 

Tri sohoolj hjBre iwu nor& Zihe-Z^-^' to oho 0^0 oonrBO ^ ^"/r^:.: " li^" ^-"7 

. a) fieldwark 

b) papers 
q) Bowns 

In buying a rBfrigerator would yoii 

a) stay within an established, well-known bi^and 

b) ask your friends what they bought 

a) aompccre thoroughly the advantages of different brands 

White on a hAsiness trip in Europe you are late for an 
appointment with a ali&nt in a neighboring town* Your 
train has been delayed indefinitely . Would yon 

a) rent a am' to get there 

h) wait ^ for the next sahedul^ train 

a) resahsdute the appointment 

'Do you believe that people you know who have suaaeeded in 
business 

a) have aonneations 

b) are aleverer than^ you 

a) are about the smie as you but maybe- work a little harder 
An employee who is your friend is not doing his job. Would yoiA 

a) take him out for a dnnk^ hint broadly tJmt things areyi-t 
going xn^ght and hope he gets the message 

b) leave him alone amd Jwpe he stimightens out 

a) give him a stromi warning and fire him if he doesn ^t 
shape up 
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12, You aome home to sp§rd a mlam.ng evening a?id find that 
your toi7.et has just over' flowed-. Would you 

a) study your home-repair book to see if you can /t;t it 
yoWQ&lf 

b) permmde a handy frimd to fix it for you 
a) call a plumber 

J^. Do you eydoy playing cards most when you 

a) play with good friends 

b) play with peopte wJw ahallenge you 
a) play for high stakes 

14.^ You operate a small offiae-aleaning business. A close 
friend and competitor suddenly dies of a heai^t attack. 
Would you 

a) reassure hie wife that you will never try to t^ke 
away any aus tamers 

b) pi'opose a merger 

a) go to your fomier competitor's customers and offer 
them a better deal 

- How well do you think you did? Turn this page upside down to 

check your answers. Now score your paper. Are you a potential 

entrepreneur? , *o '^t fq *CT 

fe '31 io 'IT *0T '6 *3 'L '^"9 % £ 'T 

* Score one point for mch correct mswer. Questions 

h 2j 3j 7j S and 12 suggest whether you are a realistic problem 
solver who can mn a business without constant help from others. 
Questions 5^ 6 andlB probe whether you take aatculated risks and 
seek information before you act. Questions 4^ 10^ 23 and 14 show 
wh&ther you^ like phe classic entrepreneur j find other people most 
satiBfying when tmy help fulfill your need to win. Question 11 
reveals whether yovL take responsibility for your destiny— ar^ your 
buHnesB. ' If you share between 11 and 14 points^ you could have 
a good chance to suca^^^ If you score from seven to ten points^ 
you'd better have a supti^ business idea or a tot of money to 
help you out^ If you saom^seven or lessj stay where you are* 

( Money * March 1978, p, 52) \ Reprinted from the March 1978 issue of 
Money Magazine by special permias ion; ^1978, Time Inc. All rights 
reserved* 
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Nature of Small 
Business 

ASSESSMENT TWO 

1* List five products thnc have entersd the consumer market 
within the last five years. EKplain how you believe the 
factors of supply and demand have affected the price of each 
product . 

2, Describe how the Committee for Economic Development and Small 
Business Administration differ in their definitions of a 
small business. 
POSTASSESS^ffiNT 

1. Describe small business using the Small Business Administration 
(SBA) definition. 

2, Idantify thr^ae of the most coimon reasons for business 
failures. 

3* EKplain the importance of a business making a profit. 

4* Describe the taportance of small business in our economy, 

5. Identify two advantages of being a small business. 

Compare your answers to your responses to the preassessment . 
You may want to check your postassessment answers with your instructor* 
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SELF-EVALUATION 

How well did you know the information needed to do the activities 

( ) Very well 
( ) Fairly well 
C ) A little 

Be honest with yourself. If you feel you don't know the material 
wall enough, it might be helpful to review thi.- saction before ^'-^In 
on. 
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PART L UNIT A 
NATURE OF SMALL 
BUSINESS 



PREASSESSMENT 

Here are some questions that test for knowledge of the contentr' 
of this level* If ^^ou are ver"" fsniiliar with ths inforination needed tc 
answer them^ perhaps you should go to another level or unit check 
with your instructor* Otherwise, jot down your answers. After you've 
read through this levels take the postaasessment at the end of the 
"Exploration Actlvitiei" section and meaLmre what you've learned. 

1. V%y is business competition so basic to our economy? 

2* VOiat do all small businesses have in coimnon? 

3. What is a small business? 

4. How dp small manufacturing firms, retail businesses, 
wholesale enterprises and service establishment:^ 
differ? 

5* Describe the biggest problems small businesses have today. 
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TEACHING/LEARNING OBJECTIVES 

upon completion of this levels you should be able 

to: 

1. Explain the major groupings of small busineases, 
their importance to our economy, and specific 
problems each group faces in terms of failure 
rates* 

2p Explain the reasons why it is difficult to define 

, small busiaass. 
3. Identify the characteristics of small busiresses* 
4* Discuss the Importance of small business, 
5* Describe how supply and demand work in our 
economy , 

6^ Describe competition in our economy. 



22 



HOW IMPORT Al 
AkE SMALL 
BUSINESSES? 



ERIC 



Part I, Unit A 
Nature of Small 
Buainess 



SUBSTANTIVE INFORMATION 

UNDERST ANDING SMALL BUSINESSES 
To determine the importatice of small businas:^ to our 
econotnys consider these questior: 

(1) l^en is a business "small''; 

(2) Is the number of &n:all businesses growing or 
declining? 

Keep these questions in mind as you read about che dlff^rant 
types of firms discussed in this level. 

Understanding the small business in our economy is diffi- 
cult. Since most small businesses are sole proprietorships, 
they are not raquired by law to adhere to disclosure rules 
which apply to big companies that are normally publicly owned* 
In July 1973 i Chase Revel ran an ad in The Wall l itreet Journal 
which read, "Insider's Report . How much profit doey T i-Vs 
business make (exactly)? Any small business. Case historv, 
details, Including how to start one*" Chase Revel was shocked 
to find his $45 ad resulted in $2*000 In subscriptions. At 
that time he hadn't even published a single copy of the periodic 
cal. Obviously Information about small businesses was In demand. 

Insider Report soon began rolling off the ''r^eBBrn. 
■lu ac/nuai^ft&u I'^&Q&ar'^'n ■ -juri^y cju .■ma - i dub%}wss oppor-^ 
tunities and e^oee sohem&s designed to Beparatg 
would-be busineBBmen from their aash. 
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' The pidbliaatian^s nms was ahanged to Internaticyia I 
Entrspmn&urs magastm after Beveral athsrs alain^d 
'the rzghts to thB Insidsr Report nme and iBngthy 
Htagation s-smed likgly. Ciraulatian has grown to 
30,000. His oHginal irivestm&nt in the pubUaation 



Ths revoTt-s h^v s o o v s r s d s o un u&uqI s ^cl I Z o u $ t > > ■ " & i? h ^ 
inaluding ballaa-n y^nidra^ sea urahin piakirigj aiithc:^..h3 
rental, telliyig people off by prosy ^ overnight office 
paintiyig, and rent-a-'shsep. Revel has a T^st of 36 
husinesses which you aan start with less vnan b2,000, 
( The Los Angeles Times , July 17, 1977, Part IV% p. 1) 
Reprinted from The Los Angeles Times . 

Today Chase Revel is director of International Entrepre- 
neur's Association, a management consultant firm. He has 

authored six books on starting small businesses and is the 

t 

editor of International Entrepreneurs magazine. 



DO SMALL 
BUSINESSES 
EAVE ANYTHING 

IN comm? 



TYPES OF SHALL BUSINESSES 
The siEfi'of a business is more important in certain types 
of businesses than in others. In general^ it seems that small 
businesses predominate industries characterized by the followini 
initial capital requirements are low 
highly technical skills are not necessary 
potential market is highly centralized 



WHAT ABOUT 
SMALL RETAIL 
BUSINESSES? 



Small Retail Businesses 
Retailers are the biggest group of small businesses* 
They represent about 40% of the 9,4 million small businesses* 
The retail group includes but is not limited to, florist, 
grocery stores, drugstores, restaurants, fast-food establish- 
ments, gas stations, and hardware stores. 
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Nature of Snail 
Business 

Over half of the small businesses star cad last vear v/jfi? 
retail operations of some type. GrocBTy stores had the highest 
sales volume followed by automotive dealers , general merchandisu 
scores, and eaLing ana drinking peaces. Kescaurants. grocery 
staresj and department stores employ the most workers. Retail 
franchise outlets account for 5-lO^J of the new retail businesses. 

Small Service Businesses 
The second largest group of small businesses are service 

WHAT ABOUT 

enterprises. Services can be tangible or Intangible and are 

SMALL SERVICE 

either provided at the customer -s home or at the place of 

BUSINESSES? 

business. Examples of service enterprises include lawn care 

specialists* dry cleaners, beauty and barber shops , accountants , 

travel agencies, and janitorial service companies. 

Both service and recreational enterprises are growing. 

Campgrounds s motels * instant printing centers and indoor tennis 
s 

and racket clubs ar^ apening up very rapidly. Discretionary 
Income j the amount of money consumers have to spend after paying 
fo^ basic food and shelter, has increased. Therefore, the 
number of businesses offering personal services has grown be- 
cause people are more willing to pay for ^hem. However, more 
failures occur In the service area than in any other type of 
business, with the exception of retail. About half of the new 
service businesses survive only eighteen months. 
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- Small Wholesale Businesses 
The wholesale trade is the third largest group* 

Wholesalers perforrn a valuable service to businesses in the 

SMALL ^ ; 

manufacturing and retail industry. Wholesalers are middle-- 

WHOLESALE 

persons who move goods between manufacturers and retailers 

BUSINESSES? 

for all types of businesses including groceries , drugs, hard- 
ware, and petroleum prDducts. 

Wholesale businesses can be grouped into three major types 
based upon their operating characteristics i 

(1) Merchant wholesalers 

(2) Manufacturer -g sales branches 

(3) Merchandisa agents and brokers 
Merchant wholesalers are those who typically sell many producers' 
goods to a variety of retailers, manufacturers ^ service firms, 
and other wholesalers through warehouse facilities. They are 
involved in buying and selling goods at wholesale cost. The 
term "at wholesale" means they do not ordinarily sell to ulti-' 
mate consumers* Merchant wholesale firms are the most important 
type in terms of both sales and number of establishments* 
Manufacturer's sales branches are normally owned by large firms 
and sell only the manufacturer's products. Merchandise agents 
typically represent a few select companies and do not provide 
rarehouse facilities. 
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& ' ■ ' Nature ot Small 

i^^l = . Business 
- ^ 

i V Sroall Manufacturing Businesses 

ft" ' ' Jtonufacturing businesses are the fourth largest group of 

WHA^ ABOUT SMALL ' _ 

small businesses. They include furniture and apparel nianu^ 

mmFACTURim 

K facturerSp bakeries^ toy manufacturers * and any other type of 

w,: BVSimSSE^? , ' 

V, business that converts raw materials into uSBble products for 

= ^ purchase by ultimate consumers and Industrial usexs. Small 

' business Is less prevalent in the manufacturing Industry- The 

* Idrge initial investment in tools, -equipment , and fiKtures 

^usaally required to sot up a manufacturing firm prevents the 
establishment of many small businesses. 
^ Sixty percent of the total number of workers in manu- 

facturing jobs are employed Jn one of three manufacturing 
- ^ industries s inachinerys other than electrical and transportation 

. equipment | electrical and electronic equipment; and food products 
Although the number of small manufacturing firms is the smallest 
group, compared to retail ^ service, and wholesale; the importance 
of small manufacturers should -„ot be underestimated. Small 
manufae-tijritng firms provide big businesses with the goods they 
need to produce finished products. They also produce maniy 
"speciality" prpducts that big businesses find too expensive to 
manufaGtura* 
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OP PORTUNITIES AVAILABLE 
Art* the opportunities for opening a successful business 
the aams in all Industries? Recent ly. Money magazine surveyed 
twenty^slx bankers, profesiors in school of business , Small 
Business Admlnlatration agents^ members of Service Corps 
Retired Executives ^ and executives of stnall business investment 
companies. They were asked to identify from a list of eighty- 
one most connson small businesses those they felt had the best 
chance to eucceed and those with the highest potential for 
failure. According to the survey results reported in the 
March 1978 issue of Money , the ten businesses most likely to 
succeed are: building material storss; autOj tire and 
accessories stores; liquor stores^ sports and recreation clubs , 
funeral homes and crematories; send and garden supply stores; 
aportlng goods manufacturers; engineering; laboratory; and 
scientific equipment manufacturer; hardware stores; and office 
supplies and equipment stores* 

Thi ten riskiest buslnesyes to open according to Money 
magazine's survey are: local laundries and dry cleaners, used- 
car dealerships, gas stations, local trucking firms , restaurants 
Infants' clothing stores, bakeries s machine shops, grocery and 
meat stores, and car washes. 
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Capital Required 

Some small businesses can be opened with a small investment. 
HOW MUCH CAPITAL . 

Others require large amounts of capital* Regardless of how much 

DOES IT TAKE TO 

is neededs howeverj having enough capital is crucial if the 

OPENT A BUSINESS? 

business is to aucceed. Any business needs enough capital to 
cover initial eKpenses Including inventory plus operating eKpenses 
until the business begins to make a profit* Undercapitalization 
is a major reason for business failure* 

Since you are aspiring to be an entrepreneur, you will 
need to consider how much money It will take to get your 
busliiess started. Generally speaking, opening a retail or 
service type business requires less initial capital than a 
manufacturing firm* Since a large capital Investment is usually 

j raqulred for equipment and machines, manufacturing firms are 

j 

' most difficult to start up- 

A nwrbep of hupdleB aon front the aspiping yowig 
saientifiQ aonpany* ^# flow of inv&stm&nt dollar b 
J has b&en divepied ftom the v%Bky to more est^^ 

liehed* EqiAty finanaing haQ ne^ly d^ied up and 
most Smtl BusineBS ' A^iniBtration lams are going 
to mtait md aerviae fimiQ^ 

Inflation i& mother major barrier. It's estimated 
that to^y it would require $10 milVLon to launah 
a aompmy auah as Intel CorpoPation^ the semi^ 
aonduator oonaem that waB fomded a deaade ago 
for $S million* Data ^neral Coiporation^ the 
mniaornputer maker ^ opened its doorB in the 1980 'a 
for ofeoMt $800^^ 000 i today aoBt would be cbout 
$5 million, (The Wall Street Journal » November 17, 
1977, p, 1) Reprinted by permission form The Wall 
Street Journal Dow Jones & Company, Inc. 1977. 
All rights reserved. , 
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Changing Times has estimated "start-up costs'- for 
several types of small businesses. The figures below will 
help you decide if you can afford to become an entrepreneur 
and may provide you with ideas as to where you might get the 
money needed, " 



THE/MONEy IT TAimS TO GET 
A/SMALL BUSINESS GOING 



Type of BuBinesB 
cmd 

Anrmal Gtobb Salee 



Invms^ent 
In 

Inventory 



Total Cc^ital 
Invee^&nt 
(For Start-up 
And'Fir&t Three 
Mdntha ^ Operation ) 



Building Maintenmae 
ServioB:' 

$25^000 to $75^000 



Plant Shop 

$25^000 to $80^000 



Books tore 

$75^000 to $100^000 



Beauty Salm 
l/nd#r $100^000 



$5^000 to 
$10s 000 



$18,000 to 
$20^ 000 



Yam Shop 

$50^000 to $100^000 $8^000 to 

$12,000 



$8^000 to 
$ 6,000 



$11^000 to 
$24, 000 



$28,000 to 
$63, 000 



$1S,000 to 
$29, 000 



$16,000 to 
$26, 000 
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Total Capital 
Investment 

^ Type of Bueinese Inveslment (For Start-Up 

And , In And Fifst Thvee 

Amuat Groag Sates Inmntory Months' Operation 

I Repair Servide $10,000 to 

Furniture . $20,000 

, $15,000 to 

$40,000 

TV/ Radio - $10,000 to 

$26,000 

Appliaanae ■ $6,000 to 

$20,000 

Cloak/Watah ' $8j000 to 

$12,000 

Shoe $15,000 to 

$BSjOOO 

Bmineaa Maahim $6, 000 to 

$10,000 

Bioyale \ • $6,000 to 

\ $10^000 

, Con tract or & f Plmbi ng^ \ \ 

Carpentry^ Elmatriaalj Eta>^^ $10 ^u. ro 

$30^000 

Equipment Emtal Serviae 
$50^000 to $BCU^OO 

emping/Mmgreation $7^500 to $15^000 to 

^ \ $16^000 $25^000 

Soft Good0 (Party ^ Siakroom) $1S^500 to $26^000 to 

$21^000 $36^000 

FabriG Store 

' $100^000 to $200,000 $25,000 to ""OO to 

$35,000 V. JOO 

Hobby /Crafts Store , ' 

Und&r $200,000 $20^000 to $36,000 to 

$30,000 $66,000 

Based on data in Bank of ^erica's Small Business Reporter Series . ( Changing 
T^s, August 1977, p. 40) Reprinted by pi mission from Changing Ttoas The 
Kiplinger Magazine, August 1977. Copyright 1977 by The Kipllnger Washington 
ldltors> InCip 1729 H Street » NW* Washlneton^ DC 20006, 
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Nature of Small 

pfi. , ■ . Business 

' CHARACTERISTICS OF OUR ECONOMIC SYSTm 

C ■ To be a succeisful builness owner. It is important to 

know as much as you can about the business field and have a 



mAT ARE THE 



CHARACTERISTICS 

/ good working knowledge of our economic system. 



Of OUR WONOMi'? 



HOW DO SUPPLI 
AND DEMAND 
WORK? 



ERIC 



Imaglna a big machine with many parta-^that 'a our economic: 
syatem. The iystem-^--the machine—depends on entrepreneurs to 
start new enterprises whieh will provide the parti"new goods, 
services J and jobs. Consumers who need goods and services and 
ara concerned with qualityt style, and savings are another part 
©f the economic machine. Federal p state and local government 
agencies that promote the safety and welfare of the public, and 
provide services In the public Interest are still another part- 

Free enterprise involves voluntary cooperation among pro- 
ducers, consumers, and governmpnt. Our free enterprise system 
Is a "market economy*', ':at economies depend on economic 
declslon-imklng by thre^ groups--*pr0ducers , consumers, and govern- 
ment* Their decisions are guided primarily by the interplay of 
buyi^rs and sellers in the marketplace. The real regulators of 
our market systoa are supply and demand , 

Suppl y and Demand 
As consumers we have nteds and wants. The importance or 
extent of our want£ .^tt rmlnea the price we are willing to pay 
for products or services- If producers have only a limited 
supply of the desired goods and services, prices will be high. 
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Other producers will recogniza our demands, will reallEe that 
they are not being adequately met and will begin to develop 
similar versions of the popular goods and services. 

The Cuisinart story Is an excellent example of supply 
and demand factors at work. 

Laat ChHatms^ dmpaPtment store ahains and 
gommmt oooking shops emrywheve were selling empty 
boaes—worth $258 apieoe—cnd doing a land-offiae 
business. The empty boaes were, of aourse^ to be 
filled— as promised—with the first Cuisinart food 
prooessora the store got in stook. "We were ^mt 
totally mSle to keep up with demand^ ' says " 
Cuieimrts ' Resident and prinaipal proprietor Carl 
G, Sontheimert 63, "Every maahine we get now goes 
towopd redeemng those empty bomee. So the first 
four months will be tight, but afte^ that we wUl 
be all right. " 

'The empty box promtion is typiaal of the kind of 
rmmay suaaess Stamford, Conn, 's Cidsina^is^ Ma. has 
had Binoe Sontheirr^ first introduced his revolutionary 
, new food prooesaor at the Chicago Housmares Show in 
January 1973. "This is a generalist mahine in an 
age of speaialty maohines, " Sontheimer says. The 
Cidsinart ahreds, grates, .grinds, slioea, kneads, 
mixes md ohops just ai)out anything you'd aare to dump 
%nto it, replaaing most of the other applicmaes you'd 
normally keep in the kitahen. 

No vast advertieing md promotion ampaign launahed 
the Cuisirm'tj it was the old story of the better 
mousetrap. The proaessor first made its way mainly 
by word of mouth, md then won the imprimatur of 
goumet gums like Janes Beard, Craig Claiborne, 
JuHa Child, md Goimnet magazine. The Cuisinart 
• locks, aomda, and oomes on as Frenoh, but the 
oonpmy, like its proprietor, is as Ameriaan as 
ahap amy or apple pie, and so is its suaaess in 
^ building a major n^ mrket in aompetition with 
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^gimta. A ndid^manm^ed mth&r vwnpied-^ looking man 
of gm'gmt^n^i girtH^ Carl Sonth&nMer is no Gonswnev- 
goads whiBbmg. He 's a physiaist traimd at tim 

mfineer, m en^^r^rmw c^omtim emwt'^. 
an inventor and a aelf-styled aooking nut, /^f^.^^ 
ms all thesB taUnta^ e^sri&nae and proaUvitiQS 
that wmt into making CuisinartB one of the most 
BUaa&e&ful new b^inesBes in Ameriaa today* (Forbes^ 
March 6, 1978, p* ^) Reprinted by permission of 
Forbas Maga^inalf roL March 6, 1978 issue. 



HOW DOES , 
COmETITION 
AFFECT THE 
ECONOMY 



Competition 

Competition is basic to our economic system* Competition 
ikas our economy what it is— a system of free enterprise* 
The vitality of our economy is based on competition between 
producers. Those who supply the best goods and services at 
/the best prices generally will be most successful. Businesses 
compete in several different ways* Lowering prices, giving 
more favorable credit terms ^ Improving the quality of goods 
or aervicea^ and developing nsw features not currently available 
fToia others are all strategies to meet competition. Producers 
Belling basically the same goods or services must try to 
attract customers by of fering ^jetter services or benefits. 
Bualnesees that are unable to compete in terms of prices and 
quality are not usually very successful. 

Competition benefits consumers as well as producers. It 
has aided the consumer by requiring the seller to improve the 
product^ produce the product more efficiently, and operate the 
business more effectively to cut costs while preserving quality. 
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Cansuaers bave never before had the choice and variety of 
products and Bervicee they have today, Sinee consumers benefit 
from competition, our government has traditionally sought to 
roaintsln a competitive businese environment by establishing 
laws or regulations intended to prevent abuse* The first 
legislation Congress passed regulating business was the Sherman 
Anti-Truat Act in 1890, The objective was to prevent two or 
more entrepreneurs from restraining trade. Use of government 
regulation to maintain competition in many areas of business, 
such as food, transportations and energy, is an ongoing debate - 
Competition often leads to the development of new products 
and brings about great technological advancement* Consider 
some of the new products that have come into being in the last 
few years. Microwave ovensi food processors, small hand cal- 
culators! minicomputers, pantyhoie, and all types of frozen food 
are all representative of the constant change caused by competi-- 
tlpn. For example p there is probably no Industry that changes 
more rapidly than the woman's fashions. Fablok Mills of Vlrgini 
quickly learned the impact fashion changes have on business, 

N ■ '.^^ 

Fiaklm fmndriine fashion has foraed aloBWPe of a 
i&miile plant hepe wMah mmufaotwned materials 
for pmty girdles^ now largely siqpplant&d by the 
vbiquitom pmtylwBe* 

Jams Ftmshmm^ manager of Fahlok Mills of 
Virginia^ Jwci.j said the plmt's olosing was 
sinply a matter of dhmging atylm and not 
enough demand for the prodmt^ 
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InduBtvy spokesmen said minisMriB and pmty^ 
hoQB have made \panty girdteB either obsolete 
or mwh shorteT^ with a result ^at moh less 
of the Btretah fabriQ ia required^ 

In aMition^ it was pointed out^ mww wec^ers^ of 
pmty givdtes UBed thm as a deviee %r holding up 
aonmntional stoakings as muoh as the^did to 
dontrot emees poim£ige on the anatony\ With 
the advent of pmtylwee^ they said^' theXgirdles 
were simply c^mdoned* \ 

Fa^lok MLUb began operation here only 14 \ 
months ago, last week the aompany handed out 
firwil payaheaks to its last S3 employees* 

FLesTmrn said the parmt aorjpmy Fablok Mills ^ 
Ina. of Ify^ray Hitl^ New Jersey^ has no plms 
for reopening the ^uisa^ Virginia plant. 
fTha CQluBbuB Dlspatah ^ April 5* 1970^ p. 41) 

Jeannettt Orel has also discovered what competition 

means In our ecsnomic system . 

This is the story of a woman who has spent the 
past four years perfecting a smokeless ashtPau. 
The moral is that it isn't easy being an Jni ^.ar 
the&e day Si \ 

Jeanne tte Orel didn't really understand that when 
' , she stated put^ she Just wm^ted to do something 

about air ppllutian and figured a smokelms ashtray 
aould be her attribution* 

Cwvinoed that the publia was ready for suah a 
produat^ she also was hoping to make some money 
off her idea^ but there were a acuple of things 
she didn't aount^on* 

One was tlut it 's not as easy to invent a smoke^ 
less ashtray as she had thought* The othe. was 
that she might run into aoripetition* 

Beaause Ms* Orel hung in there when the going 
got toughj smokers md non'-smokers now Have the 
Original Smoke Trapper Smokeless Ashtray. It 
sells for $19*96, 
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fpm mterpriBe sysim works its wonders in 
prmdiatablm way 3^ howBVer, Om largB aompany 
spmialiMing in home gadgets^ Ronao^ introduaed 
a similar amtmption last y&ar^ selling for 
about half the pria& of the Orel deviae. 

But that was just the beginnir^ of aompetition, 
Laat months tennis star Bitlie ^mn King 
armounaed plans to market anotf r nakel&ss 
a^shtray designed by her 'lUBband u..Ued the 
Clean Air King. And th :m may be others on the 
way^ 

All thafij, of aowse^ might be amn as just 
another bleasir^ for the Anerimn aonstdmer. 
But^^ it's upsettii^ for Ms. Orel^ whose 
busine&B is faaed mth aompetition from more 
finanaially powerful ami famous rivals. 



IHK 



''I'm not saying I was the fire^ r ier thi,... 
of a smokeless ashtray^'' she e^.^ ^^But I've 
been selling mine for three years. Now th&sr 
other people ame along. ^ ' ' you ; 
Ba(wed?" (The Lob Angeles x Mn^^. Novembfe. 6, 
1977, p, 18) Replanted from Tuu Los Angelea Times , 

PROBLPIS OF BUSINESSES 
Although there Is not doubt that STnall buslneases are the 
baQkbone of AmeriQa*s economy, many small businesses are fighting 
to aiirvive. They are hampered by production and marketing costs 
and growing government Intervention in the form of mandatory rules 
and regulations. I.^ the past few years small entrepreneurs have 
been especially hurt by the rapid rise In interest rates caused by 
depressed markets brought o^ my more cautious purchasing consumer 
mA industrial buyers, and economic Inflation and reces,-.ion periods 
that cause higher operating costs and prices. Small bu.iinesiies 
find it harder to cope with these economic problems than large 
businesseB, 
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■-T would he nuts to ^^o through this anoth^v s^as^^n/^ 
sighs Bm Blana^ pmaident of Catlipe^ Ina,-^ a 
Phitad&lphia mmmfaatwe^ of Qhildren-s wear. In 
tlw pmt year his volume has Bhrunk form $250^000 
to $150^000^ his material aosts hxoe inareased 25%^ 
md his tabor aosts have risen 20%, But pinohed by 
heavy inventories (^^I overbought last year w}wn I 
thought priaes were right^-) ar^ the drop in Bales 3 he 
has been abte to raise his prCaes on 15%, Blana 
aomplains that only his bigger aompetitors oan 
Bwtn>ive these days, 

-Take Oshkosh B^Gosh^ Xna. They aan make something 
that sells for 13.75^'^ he says, '^Hell^ I am^t evm% 
st^t to make it for that,-' Another big problem is 
aaaomts reaeivc^le* More than 25% of last year's 
sales are m aolleotion^ a situation Blana aalls 
'^deadly*" Says he^ ''The aotleation agenaies aharge 
you 20% to aolleat^ but my mm^gin is only 16%^ so 
I-m los'^ng money aolleating money," Blana ^ who has 
been in business IS years^ aonatudes^ "If we have 
another bad season^ I will shut down," 

Blma-s lament is repeated by small businessmen in 
virtiMlly every in Ais try in every part of the aountry, 
'^The small businessman these days is like the guy in 
Ihs Vegas who prays^ ^Please God^ let me break evpn, 
I need the money ^ "' says Oliver 0, W^d^ head of the 
Smaller B74siness Assoaiation of New England* "Things 
are tough now^' and it looks like they will be tough 
' a l^g tifije aoming*-' ( Busineea Week t June 30, 1975, 
p. 96) 

Thare are those who believe that the small business scene 
In our eeonamy la not so gloomy^ Whether economic conditions 
are good or for opening a small business, one thing is 
^ certaln~decldlng to become an antrepteneur and opanlng a 
business requires making difficult decisions. Having a 
successful business is possible, but it is hard work^ and 
unrealistic eKpectations by the entrepreneur can cause problem 
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Ninety-five percent of all businesses are 'Considered small 
businesses by the Small Business Administration (SBA) and 
they account for about 43% of the gross national product. 



Bui tMse BtaH&tiQB hardly give a alue to the 
tmmm^us effort involved in getting a new enter- 
prise off the groumi. Nor do they Mnt at the oMa 
that ^e against keeping it going for any le?igth of 
time, '^Though the aurvival^probability rates are 
fragmented or dated^ the evideme indiaateB that the 
risks have multiplied and the 'afmnaes of making the 
grade have not brightened^ said Bette Blondin and 
Rowena Wyant in a reaent report for Odn i Bradstreet. 

Diffiaultiea in raising aapital^ a laak of adequate 
informtion^ govermient red tape md problems of 
day^toj^day management all seem to aonspire againat 
the entrepreneur, ^^Whether bom or reaeasi^^ nine 
out of ten failurea are traae^le to managerial 
ineajpMenae or ineptitude^ " says Dun S Bradstreet. 
The obataaies are auoh that it takes great initiative 
to strvke out on one's ownJ^ (The Wall Street Journal , 
November 14, 1977, p. 1) Reprinted by permlsaion from 
The Wall\ S treet Journal , 0 Dow Jones It Company , Inc. 
1977. All rights reserved. 
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EXPLORATION ACTIVITIES 

Dty you feel that yoa understand enough about the naturtj* 
of small buglness? The following activiti::s may hi=Ip you 
apply some of these concepts to "real" situations. After corr = 
pleting the activities, check your understanding of the macarial 
with your Instructor < 
ASSESSMENT ONE 

1. EKplaln why small businesses are more important in 
some industries than in others, 

2. Interview two entrepreneurs in your community who U 
basically tha same products or services* Ask them to 
explain what they believe the future of small 
buslnass is In our econnmy, 

3. Select two businesses In your area that sell basically 
the same products* In written fom^ discuss how each 
competes with the other. In nther words * what methods 
does each employ to attract customers? 

4. List at least three products that you believe have been 
improved through competition and eKplain the improvetnencs 
compared to the original product. 

.5. Visit what you think is a local small business. Ask the 
oimer or manager if they believe the busi! ^ao is small , 

land the specific reasons why or wny not. Is it because 

/ 

i the firm has a small sales volume? Is it because it 



40 



5, 



Part I, Unit A 
Nature of Squall 
Business 

employs a small number of workars? Compare what the er.crenreneur 
tells you with the SBA definition. Hew are they similar? hc-w 
do they dif 

POSTA ^'^SSME: 

/ 

1. Explain wh: ::ition among businesses -"s basic to our / 

/ 

economy . - 

2. Name and briefly describe two characteristic^ of smaU^ 
business* 

3. What is a small business? Define* 

4. Describe the differenct^s among small manufacturing firnis, 
retail businesses ^ wholesale enterprises^ and service 
establishments in terms of size of businesses and the im-- 
portance of each industry to the economy. 

5. What are s^ome Oi the major problems being faced today by 
small businesses? List and briefly describe each problem. 

Compare your answers to your responses to the preassessment , You 
may want to check your postassessment answers with.your instructor. 
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SELF- EVALUATION 

How well' did you knov the infornation needed to do the 
activities? 

( , ) Very well 
( ) Fairly well 
( ) A little 

Be honest with yourself. If you feel you don't know the 
material well enough^ it might be helpful to review this section 
before going on. 



PREPARATION/ 
ADAPTATION 



_3 

PREPARATION/ PART L UNIT A 

ADAPTATION NATURE OF SMALL 

BUSINESS 

PREASSESSMENT 

Here are soms questions that test for knowledge of the 
contents of this level. If you are very familiar with uhe 
information needed to answer themj perhaps you should go to 
another unit — check with your instructor. Otherwise^ jot 
down your answers. After you've read through this level, 
take the postassessment at the end of the ^'Preparation/ 
Adaptation Acti/lties" section and measure what you've learned, 

1, How have changes in consumer behavior affected 
small businesses? 

2. What are the advantages of being a small business? 
3* Discuss the future of small businesses. Are you 

optimistic? 

4, Discuss the types of small businesses that you 

feel are growing rapidly. Why are they doinp so well? 

5- Discuss the business you would like to own and why 
you believe it would be successful. 
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TEACHING/LEARNING OBJECTIVES 

Upou completion of this leyal of liistructlcn, you shouJi 

be able to • 

1. State some of the predictions being made about tha 

future of small business. 
2* Identify some of the consumer behavior changes having 

an impact on small business* 

3. Identify some of the types bf..^mall businesses which 
are having real growth* 

4. Identify the advantages of being a small business. 

5. Describe the functions and -^.rvices provided by the 
Small Business Administration. 

6. Discuss the importance of economic conditions on small 
business* 
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SUBSTANTIVE INFORMATION 



THE FijTtJRE OF SMALL BUSINESS 
WHAT^S THE Nearly every small business owner has engaged in some 

FUTURE OF "crystal hall" activity to predict the future of small 



SMALL business. The failure rat:c of small business is alarming; 

BUSINESS? in some sectors of t;he economy it 'r-.^ Increased over 

the last five years. The trend toward conglomerates and 
n^ergers and the continued growth of large companies has 
caused some individuals to believe the future of small ^ 
business is bleak. 



HePe at the Sting Restaiwant^ Zt/te is a IB^hoiw-' 
day^ six-day^a-week whirl for the Dallas family. 
The thr&e^y&a^^old restaiwant aonstmeB theii' time 
and energies as they ti*y to balanae reasonable 
prices with fresh food and homemde dishes while 
aomp^eting with the quiak-fi'OBen eaoriomiaB of the 
ahain restawpants springing up aroimd them. 
Within a short distmce^of the Sting ^ in the 
affluent Philadelphia suburb am be found such 
Qorporately owned dining spots as Stouffer'Sj 
Viatoria StatP '-. the Joshm Tree^ Howard Johnson's 
the Dutch Fant:^y^ md Valleys Steak House. 

The Dallas fmily is only too mare of the 
inroads that the ahains are making in the 
restmo'ant business,. Chains now rim 24% of all 
U^S, restaurants J aompared with 10% a deaade ago^ 
md by 1988 thay wre empeated to aacount for as 
much as 35%^ aaaording to the Natioml Restaurant 
Assoaiation. Partly as a result^ it's estimated 
that nearly 40% of independently owned restau^ 
rants alose dowfi or ahmge hands in their first 
yea^, "Mmn we move into a neighborhaod^ loaal 
independents lose business^ ■' says Prederiok 
Eufe^ m em_autive of Marriott Corp,^ whiah mns 
the Joshua Tree ahain J' ( The Wall Street Journal , 
December 2, 1977, p, 1) Reprinted by permission 
f^om The Tfall Street Journal , 0Dqw Jones & Company, 
Inc. 1977, All rights reserve3. 
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n THE FUTURE? 
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Entrepreneurs w ^ nhe Future 
Others are more opcimistic. They believe that since 
government has encouraged the development of smill businesses 
through such efforts as OMBE (Office of Minority Business 
Enterprises) in the Department of Coimnerce and the Small 
Business Admintstration (SBA) loan program for women entrepreneurs, 
the futu of small business is bright, Esmark, Inc., a Chicago 
based firm, has es 'mated that the number of female-oi^ed bu^i- 
nesses reached 978*000 in 1976 * more than double the number In 
1972, Howev^Xs of the 9.4 million small businesses in the United 
States* only about 5% are owned Dy women. Based on recent activi^ 
ties, it can be assumed that the number of women eatrepreneurs is 
goihg to increase. 

The latest avaiiable statistics on minority businesses, com^ 
piled by the Census Bureau in 1972, showed that there were nearly 
400*000 minority-owned firms in the United States, of which about 
hr' -ere owned by blacks. Manufacturing was the most popular type 
of business being started by nonwhites. For many years, the 
government has been taking forml action to encourage minorities 
to become entrepreneurs. The Office of Hinority Business Enter- 
prises (OMBE) has sponsored many programs to help minority 
businesses* OMBE dispenses about thlrty-fi-s million dollars 
annually to organizations that assist mlnoi'lty buBlness people, , 
such as the Urban League and the National Business League. OMBE 
believes that there are opportunities for minority businesses In 
manufacturing t particularly In energy and electTonics. 
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Those who are optimistic about the futura of small 
business state that better education is availaDle to prospec- 
tive entrepreneurs, technDlogical advances such as minicomputers 
are available at lower prices, -nd the increasing desire on the 
part of young people "to be their own boss" all point to a 
brighter future. 

Robert Bjorkstedt went into business for himself 
diBtributing Ughtbulbs. His busimss went saur^ 
but he mamged to a lorn doum without taking a iaas, 
What he Imcomed in aollege^ he says^ saved him from 
m^^ing aostly mistakes. 

Gwpy Martin is a 2?^yeax^^old systems analyst for 
General Motors wJw once had aonsidered running his 
am uompany^ But^ hm saySj a aollege aoursm showBd 
him that he isn^t out out to be his om boss. 

These are just (two) of the 200 sti^ents who since 
I97l haoe paBsed through Carnegie^Mellon University's 
aourse for budding entrepreneurs. The one^semester 
progrm at the university's highly regarded Graduate 
School of Industrial Addinistration aims to teach the 
fundamentals of stax^ting up a business and the pit^ 
falts to watch out far on the road to aoivorate 
suaaeBS. ( The Wall Street Journal , December 9, 1977, 
p, 1) Reprinted by permission from The Wall Stree t 
Journal I ^Dow Jones 6 Company, Inc, 1977 • All 
rights reserved. 



Business Types Experiencing Rapid Growth 
There is no question that in our economy more people are 

WHAT TYPES 

employees I most work for someone else. Yet some recent 

OF SMALL 

statistics show a trend towards small business ownerships. 

BUSfNESS AEE 

Conalder the number of small catering shops, house plant 

EXPEMEmmG 

stores, jewelry manufacturers, and various craft shops that 

GROWTH? 

have opened* 
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Money magazine recently surveyed twenty^six bankers ^ 
professors in schools c£ business^ Small Business Administration 
representatives, members of Service Corps of Retired Execatives 
and executives of small business investment companies throughout 
the United States. These individuals were asked to select those 
most successful and those most likely to fail from a list of 
eighty^one comrion small businesses. The results of the survey 
follow: 

THE 10 BEST 

1. Building materials stores. Inarmsed 
rBBidential aanstmiation and da^it^ 
yoiirself repairs should boast sales by 

10% to 15% this year. 

2. Auto tire and aaaessories stores. Today's 
oar owners are doing more and more repair 
themsetves^ whiah should help produce a 
growth .r^te of about 9.7% iMs year. . 

3, Liquor stores. Industry growth is 
e^eated to mm at least 11% in 1978, 
A hard working retailer aan expeat 
something over 3S% profit on eaah 
dollar of sales, 

\. 

4, Sports and reareation alubs. The growing 
interest in exeraise is the key to 
future profits. A olub requires a 

large initial investment and annmil 
fees of ^oUt $B million to tw*n 
about $26^000 in profits. 

5, Funeral homes and ar&mtories. Small 
e&tablishments make roughly $9^200 on 
evexy $100^000 they take in. Despite 
a deareasing death rate^ the number of 
deaths rmains wpound 1.9 million a year 
md is es^eated to increase with the 
senior ^aitis en population. 

6. Seed and garden supply stores. The profit 
ratio is about the sme as for sports alubs. 
Growth is ea^peated to run cbout 8% to 9% ahead of 
last year, 
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7, Sporting goods manufmUwers. GrsatBr 
partiaipation in outdoor sports is 
produaing estirmtsd growth ranging 
from 8% a ysar for biayala mid bioyole 
part produaers to 19% for the mak&rs 
of equipment for team sports and snow 
and water Bkiing ^ 

8, Engineering^ laboratory md saimtifia 
Bquipmmti B&aause th& a&ror^utiaal 
indvLstpy is veboimding^ enginmring 
equipment sales should grow ^out 12% 
this yem, Mmufaatwers of eoales 
mid tofe equipment am expeot about 11% 
grmth, 

5, Hm^AjJco^e stores. Har^are stores also 
benefit from increasing nmbers of do^ 
it-yourselfers. High profit margins 
mean that hc^diDc^e stores don't need 
huge sales volwnej $650^000 in sales 
will produae $30^000 in profits . 

10. Offiae si^plies and equipment. This 
btisiness is remrk^ly resistmt to 
reoession—a firm always needs offiae 
si^plies. ^ Profits are st^stmtial; 

\ every $ million in sales aaii return 

$40,000, Prediated 1978 growth: about 8%, 



THE 10 WORST BUSINESSES TO OPEN 

I, Loaal lawidries and dry aleaners. Sinae 
' _ 1978^ improved home laimdry systems and 

WHM BUSINESSES - the inare^ing use of synthetio f^Hcs 

Jiave slowed growth in this business. 
AM THE MOST Older, established aleaners have stayed 

alive by providing extra services, suah ' 
LIKELY TO as rug aleming. 



FAIL? 2. 



Used^a^ dealerships. Banks have generally 
soured an making loans to used- am" 
balers md their austomers became of 
the high m.sk involved. Current predict 
ticns show the business shrinking in 
1978. 
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stations. Corrpetition and thiming 
profits havs tarnished these onae luaru' 
tiv& franahisBs, To earn $SC^0OO a 
y&ar^ a station would have to gross abo 
$1. 8 million. 

Loaal truaking firms. The high aost 
of imionised l^or and gov&rnm^nt 
regut^iian mks tkic a rie^iy enter- 



6. Reitai^mts, No other business attraatc: 
as mcmy prospeative entrepreneius as this 
one daes. Growth potmtial is goad^ 
about 10% in 19 78/ and profits aren't all 
that had^ about 3.5% if you are suaaessfuu. 
Stilly -^for eVB^ one that smaeeds^ 
proh:(bly a dozen fail for laak of 
mmagement knM^tww* " says Sam Siail-iano^ 
a Salt Lake City SEA offiaial. Fast-food 
frmohisBS offer mmag&ment assistanae^ 
but a n^or franahism like MaDonald-s 
or Bigger King requires a qash invest^ 
rrnnt of $85^000 or more. 

6, InfmtB' alothing stores. Babies are 
hardly booming^ and retail alothing 
stores^ portiauiarZy small^ indBpendent 
anes^ are enQomtering slow derr^d w%d 
stiff aompetition. 

7, Bakeries. Sipermarket bakery depart-- 
ments ^<e survival tough for if^epen^ 
dBnt stores^ Shops tJmt make it do so 
by offering speaialized services, 

8, Maahine Bhops, Over 6^000 independent 
shops mke this buBin&ss highly oom- 
peiitive, Eaah $100^000 in sales 
yiel^ m average $3^ 300 in pretax 
profits* 

9, Groa&ry meat stores, LHless these 
stores offer speQial serviaes^ like 
delivery^ the going gets rough. 
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lO, Car washes. High juimovarj sii*ong acm- 
petition and high aapital imwetment 
make this am of the least atzraative 
for th^ sntrepremur. ( Money , March 
1978, p. 51) by Harlys Harris. Reprinted 
from the March 1978 Issue of Monsy 
Magazine by special permission, © 1978, 
Time Inc, All rights reserved. 

The seasonal business is another type of small business 

that is growing rapidly. Seasonal businesses can be retail , 

wholesale, service or manufacturing firms that are planned 

so that their major sales volume is during a particular time 

of the year, The rest of the year the business plans to 

operate in low gear, if at all. 

Seasonal enterprise is indigenous to summer 
or uHMter resort areasj but there are many othfSr 
non^resort businesses that lend themselves to 
this aonaept. Seasonal businesses can also be 
tailored to fit around the hours of another job— 
or the demands of a growing fmnily. Some peopte 
are ^le to live wholly off their seasonal 
profits; others are aontent to earn a valuable 
suvplmentaru %naome. ( Family Circle , February 3, 
1978, p. 48^ 

Claudia Jessup and Genie Chipps are co=authors of A 

Woman -s Guide to Starting a Business published by Holt, 

Rinehart and Winston- In a Family Circle article they listed 

twenty small seasonal businesses that have been iuccessful, 

SO OF THE MOST SUCCESSFUL 
SEASONAL BUSINESSES 

Re tail 

Boutiques oan be seasonally profitable in 
resort^ touris t areas . Consider resort 
Wear J Qcuvenirs, looal arafts and jewelry. 
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Stall€ iyi flea markets^ sliopping matls^ 
are good looations. Profitable ideas: 
organia aasmetiaB. book^^ arafta^ d&aoi'a- 
tar items J aloseouts on hrmll kitahm 
iit-emi Is J hcusmjares . 

Si'Mwalk v&7Lding is regutated Loaally with 
v&ndor's pemtits mm availat r loaations. 
Attract impulse buyers with ine^ensive 
item: arafts^ aamssaries^ noveltiBs, 
ftowers^ wmmllas^ saarmts and so on. 

Consigrment Shops sell aonsigned goods on 
aoTmisBion (20^40%). Cm% sell: art^ 
alctking^ ^ztiqucs^ ioys^ gifts OTi th:: 
like. 

Food^ GloHaus Food 

In my sedBon^ ssllir^ food is the top retail 
busimss as well as the most alo^ely i^egulated. 
Don't proaeed with my food idea before in- 
veBtigating loaal zoning tms, health regula- 
tianB^ liamsing^ pmmits. 

Reetaurmts with seasonal clientele do 
best with BpeoiaUies: soups^ salads, 
ahili, iae arem^ frozen yogwrt^ health 
foods, 

PMhaart Vending oan require m outlay of 
$S00 to $1^500 for the oart^ depending on 
type. Most popular: hot dogs^ iae aremi, 
popaom^ ethnia goddB like egg i^olls, 
Bouvlaki^ taaos. 

Catering acm fit any seanon. You might 
BpeaialiBe in aanapeB^ hors d'oeuvres, 
birthday aakes, holi^y bakad goods ^ 
dessert^ bom lunahes* 

moteBale Foods are marketed in aomtry and 
health food stores, gift shops, small gro- 
Qerie8. Try: candies, jams, jellies, con- 
diments, breads, pies, quiches, fromn main 
dieh&s. 
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CmpuB Catering in aolleg& tohms am 
QtO't 0ith direat^rmil pitch to pco'&nts 
admrtising esm^ "aam" paakages (bomd 
goad%&3 delivered at emam timm) and 
birthd^ aakes for the toiling student. 

Roadside Stands dc h^st on a busy road 

with fr^vi^tage fo^^ fxt ^s^st thr€^^ o^rs 

(aheak Boning), riprsu^s fresh produae^ 

try: mi flowe::^c^ p'i^^Bj v^giGnal goodsj, 'vf 

Hom&midM baked goods^ mndleSj hca^Sm^ 

arafts^ 

Ov&r^the^Coimter ^epar&d Foods involve 
Betting a revail shop in a prime, loaa-- 
tion to aatah seasomLl arowds^ Best bets: 
take-horm rmin dishes mid desserts^ 

Speaialby Frmahises like iae aremti and 
fi^OBen yogurt aw% a7^osB d.'^w. for the 
aoldest northern months^ providing a 
year -6 inaome in 9 months or less. 

For Servioes RendsTBd^ * . 

FZ&a Mca^ketB are v&ry popular now. Find 
a la^ge spaae to rent (parkiyig lots ^ drive- 
in theater) md advertise for vendors 
(mitique dealers ^ arafts people) . Rent 
spaae at flat f&e per day ($16 to $2S 
per spaae is usiial) . 

Home Serviaes inalude animal aarej feeding^ 
plcmt or Imm care^ mail for-Jm^ding^ house- 
sitting or -ainng. DiBtrn^bute broohures 
listir^ serviaes^ base fees on time and any 
Bpeaial Bkills you posset 3, 

Party PUmning calts for iimgination and 
orgw%imtional abilitieB, Standard fee 
ia 85% of total budgets Work with aaterers^ 
rental IiallSj papers-goods outlets to offer 
diSGOWit arrwigemnts. Charge minimum fee 
for oonsultation; obtain advanae deposit* 

Party Entertaimnent aan draw on talents as 
a alown^ magiaims pi^peteer at ahildbpen^s 
parties* 0iarge flat fee plus overti^ne. 
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Tout gutdeB accn aoordinat& and rmr mgional 
bike tom'Qj natiwe^ bird-watahir^ hikmSj, baak^ 
paaking^ stop-'gaMing^ hieiorio Walki^ toiw8, 
Adverti&e in travel guides^ travel seations 
in n&w&papBrBj talk to Chancers of Cameraej 
travel agents^ hotels j tourist informtion 
a&ntBrs . 

0tild Care aan be: play groins ^ kiddie tasci 
Berviae^ after-sahool aare^ baby-sitting. 
0ieak S'^te/loaal regulations on buainesses 
involving ahildren and inBia^mae requirements^ 

ClasseB (you aan) teaah you^ Bpeaialty: 
aooking^ exercise^ sportB^ gm'dening^ arafts, 
HMe Cuiequate spaae^ suppliesj advertise 
loaaily^ direct maii. 

Cottage Industry pi^duaes hmAnade oraftB^ 
foods J ChriBtms items. Fimt price mmt 
ooveri w^keting aosts^ rm rmteriaZs^ 
equipment^ labor^ overhead. AM a minimum 
B0% markup per item for profit. (Family 
Circle , February 3, 1970, p. 160) 

The growth of small business was recognized when 
former PreBident Nlxpn proclaimed a "Small Business Week," 
In the Proclamation Statement, Small Business Week p 1974, 
he said: "The history of America is in large measure the 
history of independent enterprise. From the earliest days 
of our history, the trader and the merchant, pushing west- 
ward, laid the foundations for what has become the world's 
greatest eeonomie aehieveraent , " 
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ADVANTAGES OF BEING SMALL 

Being sraall is not always a disadvantage. There are those 
who believe that this kind of business can capitalize on its 
smllnesSp The pmall business has greater flexibility ^ is able 
to adapt quickly to new or changing conditions^ can provide more 
parionaliged service to its customers ^ and can specialize in 
goods or services to a greater extent. 

In some cartain situatloni^s small businesses have a 
definite advantage. For examples a small business i 

(1) Can have close ■'family" relationships with employees 
and some customers. Small business people know their 

employees and can normally meet with them daily, 

/ 

Because of these relationships a small ^business often 

\ . / 

has higher morale, and at times, highfer productivity. 
Knowing the customers personally is certainly an advan« 
tagei their needs and wants can be more readily satls= 

fled. ' ^ / 

I 

(2) Can offer personal "special" service to customers* 

\ / Some types of businesseS"Such as the local Interior 
decorating studio, the custom picture frame companyj 
the architectural firmj and the child care center, 
provide the personal touch to customers. 



55 \^ 



70 



Part I, Unit A 
Nature of Small 
Business 

(3) Can 'offer perishable materisls efficiently* For 
example, the florist business can clear a profit 
while not necessarily btneflting from expansion, 
Sinall florists can join together in a *'wire service" 
plan* They can serve a large market of potential 
customers over a large geographical area, thus taking 
care of local needs more efficiently. 
(4) Can provide their services or products more efficiently. 
Real estate businesses that operate on a smaller local 
scale have proven to be quite succesgful. The recent 
growth of franchised real estate firtns supports this. 
Small local brick and stone companies are another example* 
The cost of transporting such materials long distances is 
almost prohibitive. 
Small businesses can also take advantage of government 
support. The role of small businesses in our economic system 
is not an accident* Special federal government programs for 
small buslnessee have helped them assume a healthy position 
in the economy. 

Mismanaged large organizations have also provided advantages 
to small businesses. Because of the competition factor in our 
economic systemj most of today's large bus/nesses were at one 
time tirell-managed small businesses. They grew because the firm's 
leadership and personnel had the skills and training to manage the 
buelness succeisf ully • It is probably accurate to say that there 
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are many small businesses today that will be the big 

buslneises of tommorow* 

yShaklee Corporation is a good emrrpU of a firm 
that hegm snnll md is today the setler of $245 
mitlion worth of good sipplmentSj aomBtias and 
hou&eJwld itms. In 1956^ ShakUe^ who was 
over 60^ md two sona^ begm selling vitminB 
€^d food supplemmtB out of senior Shaklee 's 
b^emmt. In 1973, the Shaklee bmin&ss had sales 
of $75 mllion md went pybliQ selling 700,000 
shores at $23 a share. The i family oontinms to 
mn 56% of the steak. Shaklee salespersons, most 
who are housewives and moonlighters, m*e alt 
self'-employed md sell the aompmy-s prodmts by 
doorbeil rn^nging md party throwing throughout 
the aoimtry* ( Forbag , October IS* 1977 ^ _%^^Bf^^^'^ 
Reprinted by permission of Forbes Magt^zlne from 
October 15^ 1977 issue* 

The small business owier will achieve success by using 
tachnlques that will promote the advantages of being small* 
The amall firm ought to capitalize on these advantages , vjhen 
appropriate, and not attempt to mtat big business head-on. These 
advantages, combined with the increasing demand by consumers for 
specialized services arid custom goods ^ suggest that small business 
will continue to have an important role In our economy. 



CHANGES IN CONBUMIR BEHAVIOR 
HAVE CHANGES In today's environment, change is a key word. New 

XV CQNSUMER enterpris,es enter the economy; some grow; others merge 

BEHAVIOR with other firms; and some become large conglomerates* 

AFFECTED Nothing seems to be too static in the business world. 

SMALL Energy crises and envlrphmental controls ciaate challenges 

BUSINESS? for some businesses and opportunities for others. Social 



changes, such as the number of people in the labor market, 
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are eipiif leant to business. As more women return to 
work, the need and demand for more housetiJld conveniances, 
from microwave ovefie to food processing machines, have In^ 
creased* In the last fifty years, much has been done to make 
/housekeeping easier. Dishwashers, dryers, blenders^ mixers, 
can openers p freezers, and sweepere are a few of the labor- 
saving devices now on the market* 

To complement the labor-^saving appliances, new crease 
and soil resistant fabrics were developed. Food producers 
have produced frozen foods, diet foods, foods packaged 
for large fMillies or individuar' servingSi various sizes 
of cans, jars, and boxes, and specially wrapped packages 
to go from the freezer to the oven. 

TOe: increased number of working women has had substantial 
Impact on our economy. In some families i working women provide 
additlonar income which allows the family to purchase goods that 
at one time were luxury Items. Income in excess of that required 
for basic needs is called discretionary income; Its amount has 
increased significantly in the past ten years. In 1950 only 
23.8% of wives were emplofyed outside thu home; today, over 44% 
are in the work force. Many retailers hive had to adjust their 
hours to accomodate working women. Most major grocery chains 
are open evening hours, and some are even open twenty=f our hours 
a day. 
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M^re people are on the move. Years ago transportation was 
iim^tsd and people were confined to their inmediate area* Now, 
with our vast highwayi^ airplanes ^ automobiles ^ trains, and boats, 
more builnessee lire needed to provide mobile citizens with the 
services and goods they desire, 

toother social change is caused by the overwhelming toerican 
desire to not be overweight. Businesses that provide goods and/or 
services for the "slim" look have been growing rapidly. In addition 
the apparel Induatry has had to adjust according to this so^.ial 
change^ producing more clothing in the smaller siiesj changing 
standard size labeling ^ and even modifying styles. 

The age groups that will grow fastest in numbers between 
now and 1985 are the 25-^44 range and persons under 5 and over 65. 
Other changes in society such as rising divorce rates, growth of 
the number of children attending preschools, and the credit explo- 
sion all have impacted on sraa,ll businesses. 

Change is no doubt inherent in the business world. The 
ability to cope with change is certain to be even more crucial 
in the years to come. Businesses will need to learn how to adapt 
to it; resisting change or having a "status quo" attitude will pro- 
bably bring failure. Entrepreneurs who develop open mindedness 
and are^ innovative and creative will undoubtedly find their 
businesses profiting from change. 
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' ^ A alassia sx^rrple ic Certron Corp,^ an AmhBim 

(CaUfJ produaer of blank aaB&ette GO^trid^m ami ' 
pr&a%Bion aomputer pa^te. ^'There was simply no 
finaming available for wSj " says Edwin E. Gcmsonj 
Cirtron^s presidBnt^ about a $600^000 operating 
loBB reports last year when the oil arisiis smt 
^ vlaBtioB pri'aeB.Boarir^. . ''We stayed alive by 
trirrmLr^ operations and kieping on a positive 
aash baBis, me bmks hmfe been emtrem&ly 
aooperaiive with us^ exaept in giving us money.'' 
After its^big suppliers^ DuPont ard Monsa?ito^ aould 
not fill aompany orders during the shortage ^ Certron 
had to turn elBewhere for 50% of its materi^B. 
^'Bladk market was out of the question^ Gmnson 
says* "Their priaes were out of sight," So 
Gcmson turned to the major airlines, purahasing 
f ^eir used pla&tia dishes^ eatim utensils^ ard 

aooktail gUisseB. With help from the health \ 
department we learned to alean them^ grind thmn 
up^ and use them over again j'' he e^lains. "We 
also bought used Kodak Instamatia film aartridges 
/ from film prQQessor&, " 

/ Certron had been selling Qassette aartridges 
to Ford Motor Co. in several different aolors^ 
/ but adding the new materialB gave the batahes 

^a muddy aolor* Vndcmnted^ Gmson added blaok 
to disguise the polyglot anteaedents, "And 
^ we aonvimed Ford they amid have any aolor 

they wmted as long as it was blaaK, " he says 
with a grin. ( Buslnesi Week , June 30, 1975, 
p\ 98 and 100) 

ECONOMIC CONDITIONS AND SMALL BUSINESS 

HOW w SMALL How big is our economy? One way to measure the size of 

BUSINESSES bur national production is to add together the value of all the 

AFFECT OUR goods and servias we product in one year. The total is called the 

ECONOMY? gross national product or GNP. Small businesses , according 

to the Snail Business Administration (SBA) , account for about 43% 

of the gross national product. 
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Business, small business in particular, has an effect on 



econoralc conditions , and is in turn affected by the prevailing 
economic. climate. For exampla^ during times of recession^ many 
businesses find themselves appealing to new markets because of a 
decrease in their sales* Inflation is an economic factor which 
has many implications for businesses. Prices for food and services 
are continually rising, yet profit margins and incomes do not in^ 
crease as rapldlyi In recent times the energy supply has come to 
be an important factor. With present shortages and the uncertainty 
of future availability, ^ a cost for energy is climbing. The 
growth of both government red tape and the business failure rate 
impact on small businesses. As businesses fails those remaining 
are"^ sharper and represent stlffer competition. 

Other economic conditions which can affect small businesses 
are personal income and consumer confidence. That is* do people 
have the money to buy goods and services and do they want to? 
The labor supply is yet another factor to consider. During 
periods of high unemployment, the pool o£ qualified workers will-- 
ing to work in small businesses is larger than during periods of 
low unemployement . Finally, the stability of prices contributes 
to the economic climate. The greater the price stability the more 
healthy the climate for starting a new business. 

You can start some businesses on a "shoestring" but opening 
other enterprises requires large sums of money. Either type will 
require capital. UndercapitallEation is often the major reason 
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why a business fails. You will need to have enough money to 
cover start-up costs until the business begins to break even. 
Start-up costs should include initial inventory; one-time expen- 
ditures, such as remodeling and equipment; three months' operating 
costSj and personal living expenses. 

Changing Times has estimated the capital some typical 
businesses require. A service^type business requires less 
capital than a manufacturing business. Opening a hardware store 
with rhousands of items will take more money than a handicraft 
consignment shop. Review the information below in terms of your 
business/ownership aspirations* Can you afford to become an 
entrepreneur? ~^ 

^ Total Carital 
IV€B trnent 

Type of Duaineas Irive&tmsnt (For Star't-Up 

And In And Fipat Thre& 

Annual GroPB Salnn Inventory Montks' cyf7Cration 

RBpair Sarviae 

hdmiture ' $10^000 to 

$20^ 000 

Car $15^000 to 

$40^000 

TV/Radio $10,000 to 

$26, 000 

AppUana& $6,000 to 

$20,000 

Cloak/Watah $8,000 to 

$12,000 

mo^ $15,000 to 

$25,000 
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BusimsB Maahim $6^ 000 to 

$10^000 

Biayale ' ' $6,000 to 

$10^000 

ContmGtom (Plmbing^ $10^000 to 

Cax^mtvys ElrnGtriaai^ Eta.) $30,000 

Equipment ^entat SeTVias 
$50,000 to $200,000 

u^ing/Reamation $ 7,500 to $16,000 to 

$16,000 $26,000 

Soft Goods (FaTty, $12,600 to $28,000 to 

Siakroom) $21,000 $35,000 

Fc^Ho Stove $25,000 to $38,000 to 

$100,000 to $200,000 $36,000 $58,000 

Hobby /CmftB Store $20,000 to $36,000 to 

Under $200,000 $30,p00 $56,000 



Based on data '^n Bank of toerlca-a Small Bualnesa Raporter 
seriSi* , (C hanging Times , August 1977, p, 40). Raprintad 
by permission from Changing Times ^ The Kiplingar Magazine , 
August 1977. Copyright 1977 by the Kiplinger Washington 
Editors, Inc, 1729 H, Street, N- W. , Washington, D. C, 
20006, 

One basic principle of our economic ayitem is freedom 
of opportunity. This means not only the right to select 
one's employer but also the right to become an entrepreneur. 
The decision to become an entrepreneur is an Individual 
one and involves consideration of many factors, Including the 



existing economic climate. 
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SMALL BUSINESS ADMINISTRATIQN 
In 1953 the United States Congress pa.ised the Small 
Buslnasa Act which authorised the Small Business Administration 
(SBA). ] The SBA was originally a Korean War program that dealt 
with military contracts which supplied small plants. The SBA's^ 
major purpose is still to aid small business in bidding on 
government contracts, 

fn recent years the SBA has been strongly criticized. 
*There are those who believe^ the SBA is not doing the job it was 
developed to do. They feel that the SBA is not an advocate for 
small buslnedses, that it does not "campaign" enough with 
Congress and legislators on behalf of small business. The June 
1975 issue of business Week Included an article on the SBA 
controversy. 



\ 
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4 BOX SCORE ON THE CONTROVERSIAL SEA 

It is the offiaiaL national poliay that small busineas 
dsssTveB a thwrb on the saale to help balanoB the 
greater finanaiat mu&ale and managerial sophistiaa- 
tion of the big QOvpovationB ^ But with just over 
4^000 enptoyBeBj a fisaal 1976 budget of $ll9^million^ 
md a rather hoMily defined aonBtituBnay^ the Small 
Business ffdminiBtration^ whiah is aharg&d with aarry^ 
ing out that poliay^ haB little hope of being an 
aid to mare than a handful of the alose to 10 million 
Bmall busineSBeB in the aomtry. It generally gets 
good marks for what it doe&^ but a lot of heated 
aritiaism for not' doing a. lot of other things^ 

The SBA is generally thought of as a lending agency* 
Most of its laccns^ however^ now oome from private 
lenders with SBA guarantees of repayment. In a 
typiaai year^ SB ] borrowers range from suah small 
but estabZished odnpaniQS af Replogle Glabes^ Ina,^ 
of Chiaago (whiah got $650^000) and luvermomtain 
Rubber Indmtries^ of Comnerae City^ Colo, ($580^000) ^ 
down to '^om^md~pop'- establishments that needed 
only $1^000: Zapata^ s Tamale i Bu^rito Co. in 
Denver ccnd Shirley -s House of Beauty in St, Louis* 
The loans m?e supposed to be only for ventures that 
adnnot raise the money ^ md are riskier thm 
normal bank deals. 

SBA'-gmrmteed loans are not aheap* The aurrent 
interest aeiling is 10,28% and the big urbm banks 
tend to.ahm*ge that. In aontrastj the interest rate 
on direat loans^~a rate set by Congress — is a bargain 
6,75%* But that money is hard to aome by. The SBA 
saves it for the very riskiest venti^eS"most often 
rmnority -owned businesses^^or ver^ speaial oases 
where a bank just will not aome through^ even with 
a guarantee^ The Small Business Cormittees in 
Congress aonstmvly lean on the SBA tq make more 
direat toms* But the agency prefers to guarantee 
beaause they lessen the fisaal inpaat of government 
spending and reduce the si^sidy element-^a reduation 
that the agenay brass thinks makes the program more 
politiaally palatable. 
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The agenay is also ariHaiaed making thm wrong 
kirds of loans. Karl H. Vesper^ a UniverBity of 
W^hingion business ppof&s&or^ for instanoB^ argues 
that the SBA-s lams should be oin.ented moim toward 
maintaining smallj Btruggli^ Qervioe e&tabli8>mentB. 
^^ThB govemmnt mes its money to irmortalize dim- 
saws suah as LoQkh&sd and Penn Central rather thm 
help a small business that aould eventmlly replaae 
th&n^ he says* 

Red Tape. Businesses aomplain ^out delays in getting 
SBA O.K. 'a CM- their appliaations . The average pro- 
aessing time is 29 days^ even though loaal offims. 
have authority to aat on most loms^ Deputy Admini^ 
stratov Louis F , I^un aonaedes that ^hm proaessir^ 
has fallen further behind thcon. we thoumt it had^ 
attributing some of the delays to ove^aution in the 
wake of revelations that some loaal offiQes had been 
rmking a^ string of willful loans, / 

The agenay ^s mndate^ however^ re^hes well beyond 
finmoing^ md its off^Laials are putting inareasing 
enphaBis m helping small buBine&$es to improve^ their 
rmnagerial ieahniques and pres3ian.ng to get them a 
/air shake from goimrnment* All new loan ^pliaations 
for instanae^ are now revimDed by loaal SBA rnanage^ 
rmnt experts om well as by finanaial speaialists. 
The deal is often aontingent on the borrower's taking 
some rrmiagement training— a proviso that has drawn 
a lot of flak from blaak borrowers^ who have aalled 
Buoh d0rrm^ moist. 

The SBA has reamdted thousmds of retired es^eautive 
volmteera cmd aollege business students to provide 
aomselif^ for small entreprenewrs. Ike agenay is 
WW aonduating ^^amterity nmiagement^^ seminars in 80 
aitiea. '^Srmll buHmss is hurt in a reeession be^ 
aaUBe it is generally operating with less liquidity^ " 
eo^lains Hew^ Warren^ head of the agent's mnagement 
serviaes. "Mtere he is hurt^ he is hurt very rapidly* 
The mtreprenews are given tips on how to drum 
new. business md how to slioe e^enses (e'tmrrples^ call 
suppliers aolleat^ lay off marginal e^loyees^ demmd 
rent reduotionB)* 



66 



Part I, Unit A 
Nature of Small 
Business 



Its Chapterr ^'~fhe SBA was amated in 1953 as an out- 
growth of a Koremt War progrcon that earrmrked aertain 
military supply ao>ttraats for small plants. And it 
is still a major aim of the organiBation to aowter 
the faat that^ as Administrator Thorns S. Kleppe puts 
its ''^ iot of livtle aompmies don't know the first 
dDOdley^run-^bm about biMing on a .gommmnt aontraat* 

Kieppe^ SS^ a ^o~term Eepibliaan aongressman from 
North Dakota^ beaame head of the SBA in January ^ 1971. 

His agenay Qontinues to goad other gov&mmnt agenaies 
to s&t aside aontraots for bids only from small aom^ 
pmieff^ md ^out one-^third of all government proaure- 
mnt is now done that wa\^. In addition^ close to $300 
million worth is bought from mimrity'^owned small " 
busin&SBes with no bidding at all, . 

But besides trying to sm that govermmep.^^^elps small 
business^ the SBA is trying to assw^e that govirnment 
does not hwt small business^ Thm agenay 's efforts 
were wider scored ^ this week when President Ford told 
a small business gro^ in Washington that want 
small business released from the slmokleB of fedeT'al 
red tape, " 

The SBA has always tried to be a pressure point for 
smalt business in Washington* Kleppe takes aredit 
for persuading Congress to inalude used equipment 
in the investmnt taw aredit Icow^ for irmtmae. But 
a formal organiBed adpoaaoy effort got off the gromd 
only last fait* Its intent is to plead smalt business - 
aase before other federal regulators and to see that 
eaah agenay hds som offiaial aharged with making 
sure that rules ore not drawn without thinking about 
the speaial probtems of srmll business ^ 

A Typioat Case :^ Tne Pood & Drug Administration (FDA) 
reoentty proposed new food storage regulations that 
smatl paakers say would be unbearably empmsive for 
them. The SBA fomd out that the FDA aheaked out the 
proposed rules only with th^ indust^ ^s^ largest manu- 
faaturer. The FDA is now Qonsulting with smalt 
aonpanies md will rewrite the standards . 

Suah cases are not tmaormon. When Milton Stewart^ 
pvesidmnt of the Natioml Smatl Business Assn^^ is 

' )?. government can help small bu^iness^ he 
n^-^r^:-^ 'To sta^t with, get off our baaks. Bureau- 
r^- Kreppe's goal is to make su^e that other 

' '.n-^r ::..^fUt8 ^ jUSt that. 
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The Goimmmmt^Q Role 
In Small Business Lending 







Millions 


of DollaPs 


Fisaal 


Number of 


Total 


SBA 


Year 


LoanB 


Armint 


Share. * 


I960 . . 


. 3^ 707 . . . . 




. $ 148.9 


1961 . . 


. 6,06£ . . . . 




225.1 


1962 . . 


. 6,373 . . . . 


. . . 380.6 . , 


316.7 


1963 . 


. 6,282 -. . . . 


. . . 337.6 . . 


265. 8 


1964 . . 


. 6^537 . . . . 




275.6 


196S . . 


. 14,034 . . . . 


. . . 472.4 . . 


391.1 


1966 . . 


. 12,686 . . . . 


. . . 444.7 . . 


371.9 


196? . . 


. 11,820 . . . . 




420.0 


1968 . . 






505. 7 


1969 .X 


. 14,S23 . . . . 


. . . 699.3 . . 


570.1 


19 ?t^,' 


. 15,102 . . . . 
. 21,495 




596. 0 
963.2 


1972 . . 


. 28,025 .... 




. I, 360. 8 


1973 . . 


. 33,948 .... 


. . . 2,196.2 . . 


.■ 1,915.8 


1974 . . 


. 27,485 .... 




. 1,698.6 


1975** . 


. 20,280 .... 




. 1,259.3 



^ Includes both dimat loans and guarante&s 
*^ BW eBtimate 



(Boslneee Week , June 30, 1975, pp. 100 and 101) 
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Part Ij Unit A 
Nature of Sm.:^ll 
Business 

PREPARATION/ADAPTATION ACTIVITIES 

Are you able to apply your knowledge of the nature of 
small business to your business aspirations? Are you totally 
familiar with economic factors, consumer behavior changes and 
types of small businessas that havw an impact on entrepreneurs- 
ship? The following activities should help you check your 
knowledge of the nature of small business* ' 

ASSESSMENT ONE 

1, Make a list of the services the SBA provides to small 
businesses based on the article you just read in Business 
Week, 

2. Would you approve some form of legislation^ either state 
or federals that would establish miniinum qualifications 
for entry iiito a given type of business? Why? Why not? 

If you believe standards ought to be established, what type 
(kinds) of standards do you think won be appropriate? 

3* Write a three- to four -page paper describing an e:<isting 
STiall business and t-.ll in your report why you think it 
is or is not successful , and how it could be improved, 

4* Explain the importance of small business to the nation*s 
Economy* 

f 
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PQSTASSESSMENT 

1. Identify three changes in consumer behavior that you 
believe have had an impact on small business. 



2. :^me and briefly discuss thrive advantages of being 
a small business. 



Are you optimistic? How did you reach your conclusions 
about the future of small business? 

4, Identify some of the types of small businesses which 
are havini real growth. Why do you think they are 
doing so well? 

5. Identify a business you aspire to own and explain 
, why you believe the business would be successful* 

Compare your answers to your responses to the preassessment , 
You may want to check > postassessment answers with your 
Instructor. 




What do you believe is the future for small business? 



SELF-EVALUATION^ 



How well did you know the information needed to do the 



activities? 



( ) Very well 



( ) Fairly well 



( ) A little 
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Nature of Small 
Business 

Be honest with yourself. If you feel you don't know the 
mater well enough "t might be helpful to review this section 
before going on* 
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SOURCES TO CONSULT 
FOR FURTHER INFORMATION 



MacFariarie, V^. 11, Principles of Small Busines s Management:. 
New York; McGraw-Hill Book" Co'/, 1977. 

"Ravel To Offer Expert Business Advice,-' The Los Angeles TimaS; 
July 31, 19771 Part VIII: 3, 
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Printing Office, 

Aii alyze Your Cost of Marketing . Managemenc Aid no. Bd. 

Is Yo ur Cash Supply A dequate? Management Aid no. 174. 

Six M Bthods for Success Iti a Small Store , Small 
>terketers Aid no# 127. 

S weeping Profit Out the Back Door * Small Marketers 
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Value Analysis for Small Business. Technical Aid no, 87 



PACE 

A Program for 
Acquiring Competence 
in Entrepreneurship 



ESEARCH AND DEVELOPMENT SERIES NO. 194 A-1 

Instructor's Guide 

Part f 

Getting Ready To Become 
An Emrepreneur 
Unit A 

Nature Of Small Business 




THE HATMNAL CENTtR 
FOR RESEARCH IN VOCATIONAL EDUCATION 

> TNi OHfi iVATl UNfVEBsrrr 
i»«>^ I9€d iCENMY POAO^CQUJy^S^ OH^ 43110 



USING THE INSTRUCTOR'S GUIDE 



The Iristructor's Guide aontaini the follQwIng: 

Teaching/Learninr ObJictivN {identica! to the Teaching/ 
LeFrning Objectives found in the PACE unit) 

• Teat^hing/Lairnins DaliverY Suygestioni 

• Pre/postassassment !*ucgisted Responsei 



this infom^aiion is gearfd tov/ifds the three Uvels of learning, and is dtsigned 
for use as ^ iuppltmental teaching aid, Additiona! instructions for using PACE, 
sonfC^ of inCormation, and an annotated ylossory can tar found in the PACE 
Resource Guide, 



PRi/POSTAKiSSfiflENT 
SUGQiSTf D RiSFONSES 



EXPOSURE 

L AcMfding to the Smail Buiin^ Adminiitration (SBA) a smill businiM is "one which 
is individuilly owned and operated and not dominint in its field of operation/' 

2, Look for the fo!lGwin6 reiponii: lack of experiinee, lack of money, wrong locatfon, 
Invtntory mismanagement, too much capital in fiKed ssieti, poor eridit-oranting 
practices. 

3. If a busing dots not produce profits it cannot survive, 

4. Of the 13*1 million busin^es in the United States, 34 million are small busin^ses. Smali 
busin^es account for 43% of the groc^ national product* These figyrtt point out the 
importenca of small busing In our economy. Of cour^, the importance of small busin^^ 
IS relative to [ndustry ^pe. For instance, retail stores constitute the larg^ number of 
small businesses (apprOKlmattly 40%), while minufacturing is dominated by big buslnc^ss 
eoncams, 

5, Look for the following r^ponessi small businTOes are more flexible, small business 
can c^v *?entrate on smaller segment of markets, imall busin^^ can quickly react to 
such co^ wm as competition and general economic conditiant , v 



EXPLORATION - , , hh^-^ 

, _ 1* Compe^Ution Is at th& heart of our economic system/ It affwts products, buyers, and 
sailer^. It helps buyers braL.ie It prompts sellers to improve product quality v^sle 
reducing costs. It helps silleit bscaust it leads to development of new product and pro^ 
mot^ enti y of new firms, 

2 Look v>r re^pon^ that include descriptk of the fohowing! low initial capital requi. 
menu, highJy ctntraliitd potential markw - highly lechnici*! skills unnece^ry* 

3* Leak for r^pi jn^j that not© difficulties of defining small buti m. Ti.e^ riifflcultfes 
in^ i fM absence of i^isciuaire, lavirs of sole proprietorships, and Cerent criteria usrt te 
d^:^ mmll ^mlmm in various t^pm of indufitri^. 
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4, Forty percint of all small busiriTO^ are riteilers. The next largest group is sir\*ice enter- 
prises^ foHowed by wholtsalii^, chen manufacturirs. Because of the initial invistment 
raquireman^, imel! manufacturers are the ifa^ prevalent. 

5, Look for tht following rtsponsai: rising production and selling coats, increased govern- 
ment intti ventlon through rulis and regulations, tight money r^ulting in higher interest 
rates and depre^^ markets. 



?RiPARATION/ADAPTATION 

1 , Look for tfie following respones: consumers \OTnt more leisure so they buy more labor 
taving appliances, conmjmers have more discroclonary incomt so thiy buy luxury goods, 
more and more of conmimafs' income Is toing earned by vvomin, consLmeri are more 
eeogrephieally mobile, consumers are more weight conscioui, ^ 

2. Look for th^e r^pones: a small busin« has greater flexibility and can adapt quickly to 
nsw or changing conditions, a small Busine^ can provide mor personalized service to 
customers, a small businw can specialize in a product o"' servitJ, a small busine^ receives 
^pport from government agencies. ; : ^ A?' ? 

' 3. R^pondent should aonslder such factoii as government support, rate of failure, prepara- 
tion methods, and opportuniti^ for minorities and women, 

4. Look for the following responses: auto acce^ori ^ores; yuilding materials stores; liquor ^ 
^or^; spor^ and recr^tional clubs; funeral hom^^ and crematories; seed and gardiA 
supply stor^, hardware itor^; manufacturers of sporting goods and engineering, labora- 
tory, and scientific equipment; office supplies and equipment stores. 

5, Respondent should identify a buiin^ and consider the Initial amount of capital reauired 
and expfcted growtri rata. 
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TiAaHING/LEAHNiNG OBJECTIVES 



Upon Qompmlon of thii [s¥el of inftruetlon yc?u should ba able to; 



1. Dsfme small business, 

2. Idindfy lome of the factors u? d in dafininq a small Dusinssi. 

3. Explain what Is meant by "the profit motive/' 

4. Dafme profit, lupply md demand, and freedom of cho'^?, 

5. Describe the role of small bus' ess in our cconQmy, 

6. Nsmr somt the majof cauies for business failures. 




1. Explain the major groupings of small businesses, their impoitance 
to our economy and specific problems each group faces. 

2. Explain why it fs difficult to riefine smail business. 

3. i lent^^/ th? characteristics of small businesses. 

4. Discuss the importanee of small business. 

5. Describe how supply and demand work in our economy. 

6. Des^crlbe competition In our economy. 



7. State some of the predictions being made cbout the future of small 
business, 

2. Identify some of the consumer behavior changes having an impact 
on small business, 

3. Identify iome of the types of small businesses which are having rea 
growth. a 

4. identify the advantages of being a small business. 

5. Deicribe the funetloni and rervices provided by Small Business 
Administfation (SBA), 

6. Discuss the impQrtanee of economic conditions on small business. 





TEACHI^G/LHARNING DELIVERY SUGGESTIONS 




A vifiety of diffifent teaching/liimmg methodclogiei hava bfen 
uitd. To help ycy organize your work and plan the uit of this Imd 
these luggcstioni ira made: 




^ Contact your local Chamber o' Commerce. Better Business Bureau 
local ratai-rs and manufacturers to get samples of product^ and ^ 
services that were not avajlable in your cornmyni^v two years ago 
2. AttejTipt to locate a business owner in your comm'unity who open ed 

the business Within the last three years. 
3^ if you are locatef' =^3r an SBA field office, grrange for one of the 

staff members to jt with the group, 
4. Ask a local entrepreneur to meet with the group -a discuss th^^ 
J relationship of profit mo. .ss and s-npjy snd demand tc smalf 
j business, 




1 . Attempt to locate o mall business owner In your comniunit/ who 
IS active In commun iy affairs. Invite the person to meet with the 
group to discuss th^ future of small businesses in your community 

2, invite a local entrepreneur who recently opened a business to speak 
to the group. Topics covered can include initial Investments and 
start up costs, ^ 




1. Invite a Small Business Administration member to meet with the 
group to focus on the existing controversies regarding SBA. 

2, Ask a iocal entrepreneur to discuss with the group how changes 

in his or her products or services have reflected changes in consumer 
bohavior. 



Tlie PACE series consists of tusse parts and units, 

P^T 1 1 GETTING RE^Y Tj BECOME AN ENiREPRENlUR 

t 

Unit Ai Nature of Small Business 
. V Unit B: Are You an Entrepreneur? 

Unit How to Succeed and How to Fail 

PART II: BECOMING AN ENTREPRENEUR 

Unit At Developing the Business Plan 

Unit Bt Where to Locate the Business 

Unit C: Legal Issues and Small Business 

Unit Di Govermnent Regulations and Small Business 

Unit Ei Choosing the Type of Ownership 

Unit Fi How to Finance the Business 

Unit Gi Resources for Managerial Assistance 

I 

j PMT III I BEING m ENTREPRENEUR 

Unit At Managing the Business 

Unit Bi Fintocial Management 

Unit C: Keeping the business Records 

Unit D: torketlng Management 

Unit E: Successful Selling 

Unit F: Managing Human Resourc 3 

Unit Gi Comunity Relations 

* Unit Hi Business Protection 

RESOURCE GUIDE 
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